HARVARD 
BUSINESS REVIEW 


VOLUME III 
NUMBER 3 


THE HARVARD ADVERTISING AWARDS' 


By NEIL H. BORDEN 


What encouragement has been given the writer of the advertisement 
to make him realize the responsibility of his craft, the potentiality of his 
work? Have we really ever said to him: “Your work is perhaps more 
ephemeral, more of today, than is that of the writer of a song or a book, 
who writes for today and for the morrow. Yet your work has become so 
potential a force that it has become an art of itself, carrying a stewardship 
and responsibility that should be encouraged, so that its standards may be 


raised ?” 


score of years awards and prizes 

have been established to make 
possible the recognition of merit in dif- 
ferent lines of human endeavor. The 
greater number of these have been 
transient. Set up to accomplish a single 
purpose, they have done their bit and 
vanished from the horizon. Others, 
however, more ambitious in their scope, 
have been endowed in order to reward 
excellence of achievement from year to 
year. 

The purposes for which most awards 
have been established may be grouped 
y under two headings: (1) encouragement 
of the individual worker by affording 
public recognition of his work and, con- 
sequently, stimulation of others engaged 
in similar employment; and (2) educa- 


Ni infrequently during the last 


*See following page for footnote. 


Epwarp W. Bok 


tion of particular vocational groups and 
of the public at large by centering atten- 
tion and study on outstanding achieve- 
ment. Mr. Bok has well summarized 
the manner in which awards attain the 
first of these objectives: 


When I began to analyze this method of 
rewarding and stimulating idealism by a 
monetary interest—which, after all, cannot be 
denied is a golden spur—I came to see that 
the introduction of the monetary element was 
merely to dramatize the main purpose of the 
Awards: that history was full of instances 
whereby the individual virtues had been culti- 
vated and promoted by systems of rewards, 
just as the individual vices are conversely fol- 
lowed by systems of punishment. While those 
who earnestly strive to give service in the right 
spirit naturally have farthest from their minds 
any hope of honors or material advantage, I 
found that endeavor was freshened and the 
spirit was strengthened by the recognition of 
one’s fellow men, whether such recognition 
took the form of college degree, diploma, 
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medal, loving cup, or monetary reward. They 
are all, if you will, “the trappings of the 
world,” but they are all that the world has 
to offer as visual marks of commendation to 
the man who serves well, and for so serving 
says to him in gratitude the biblical “Well 
done.” I found, upon careful inquiry, that 
these Awards had conferred distinct benefits, 
particularly in the way of serving notice on 
the younger mind that other achievements 
than the accumulation of wealth or the striv- 
ing for commercial power are adjudged 
worthy of recognition by the world.’ 


It has been interesting to note the 
wide recognition and importance which 
some series of awards have gained. 
From them we may learn how the 
awarding device may serve in an educa- 





'On January 26 the Harvard Advertising 
Awards for 1924 were announced and presented. 
They were as follows: 
$1,500 to Barton, Durstine & Osborn, Inc., of New 
York, for the National Advertising Campaign 
of General Motors Company, deemed most 
conspicuous for the excellence of its planning 
and execution among the national campaigns 
of a general or institutional character for 1924 
coming under the attention of the Jury of 
Award. 

$1,500 to J. Walter Thompson Company of New 
York, for the National Advertising Campaign 
of Lux, a product of Lever Brothers Company, 
deemed most conspicuous for the excellence of 
its planning and execution among the national 
advertising campaigns for specific products or 
services of 1924 coming under the attention 
of the Jury of Award. 

$1,500 to Barton, Durstine & Osborn, Inc., for the 
Local Advertising Campaign of R. H. Macy 
Company, consisting of a series of small edi- 
torial advertisements, deemed most conspicuous 
for the excellence of its planning and execu- 
tion among the local advertising campaigns of 
1924 coming under the attention of the Jury 
of Award. 

$1,500 to J. Walter Thompson Company, for the 
Advertising Research titled, “An Investigation 
into and Analysis of Subscription Circulation 
of Forty-four General Magazines in Metro- 
politan Cincinnati by Various Groupings,” con- 
sidered by the Jury of Award as the most 
conspicuous research of 1924 coming under its 
attention, the purpose of which was to bring 
economy and secure efficiency in advertising 
by producing information of general value in 
furthering the knowledge and science of ad- 
vertising. 

$1,500 to Barton, Durstine & Osborn, Inc., for the 


tional way by directing the attention of 
the public to praiseworthy work. VW, 
need point out only two of the bey 
known groups of awards, those founded 
by Alfred Nobel and Joseph Pulitzer 

After a life in which he had gained 
recognition as a scientist and philan. 
thropist, Alfred Bernhardt Nobel by. 
queathed nine million dollars as a foyp. 
dation to reward those who should cop. 
tribute most to the healing art, produce 
literature of the most idealistic type, 
do most to put a stop to wars, and make 
the most important discoveries in phy- 
sics and chemistry. The income of the 
foundation was to be divided into five 





Advertis:g Research titled, “Field Survey Re- 
port for American Radiator Company,” con- 
sidered by the Jury of Award the most con- 
spicuous research of 1924 coming under its 
attention, the purpose of which was to reduce 
or preclude unwise and wasteful expenditure 
in a specific advertising program. 

$1,000 to Metropolitan Life Insurance Company, 
with recognition to Robert Lynn Cox, in charge 
of Advertising, and to the Hawley Advertis- 
ing Company, for a distinguished individual 
advertisement titled, “roo Years to a Day,” 
deemed most effective in its use of English 
among the advertisements of 1924 coming 
under the attention of the Jury of Award. 
In the opinion of the Jury it possessed the 
additional value of being one of a series of 
advertisements of similar merit. 

$1,000 to Erma Perham Proetz, of Gardner Ad- 
vertising Company, Saint Louis, for a dis 
tinguished individual advertisement of Pet 
Milk, a product of Pet Milk Company, titled 
“Take Baby and Go,” deemed most effective 
in its use of pictorial illustration in any form 
among the advertisements of 1924 coming 
under the attention of the Jury of Award. 

$1,000 to L. Hayward Bartlett, of Eastman Kodak 
Company, for a distinguished individual ad- 
vertisement of Eastman Kodak Company titled, 
“Keep a Kodak Story of the Children,” deemed 
the advertisement most effectively accomplish 
ing its purpose in a few words among the 
advertisements of 1924 coming under the atten- 
tion of the Jury of Award. : 

A gold medal to the National Vigilance Committee 
of the Associated Advertising Clubs of the 
World for distinguished services to adverts 
ing. 

2 Bok, Edward W., 
Scribner’s Sons. 


Twice Thirty. Charles 
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equal parts, and these given as prizes 
‘o those who during the preceding 
ad done the most important 


riod h 
oe for humanity in these five 


service 
branches. f 

Founded in 1900, the Nobel prizes, 
‘n a short 20 years, have come to chal- 
lenge the attention of the world. The 
announcements of the awards of the 
various juries set up to administer the 
prizes always receive extensive comment 
from the press. Invariably there is dis- 
agreement upon the selections made; 
unanimity of opinion is clearly an im- 
possibility. Yet the awards provoke 
interest, discussion, and thought and 
thus serve educationally by centering at- 
tention and study upon worth-while 
work, 

Less ambitious in their scope, in that 
they are limited to the United States 
alone, the Pulitzer prizes seek to give 
recognition and encouragement in the 
fields of literature and letters and of 
journalism. Joseph Pulitzer, after a 
successful career as a journalist, en- 
dowed the School of Journalism of Co- 
lumbia University. In his will he pro- 
vided for annual prizes to be made by 
the Advisory Board of that school, on 
the recommendation of juries chosen by 
it. In the short period since the first 
awards in 1917, the prizes have become 
hrmly entrenched. 

There is never full accord in news- 
paper and periodical discussion of the 
Pulitzer awards, especially of the award 
for the drama of the preceding year 
which is best expressive of American 
ideals and aims. Yet, this diversity of 
opinion does not in any way detract 
trom the service of the awards. In 
fact, it probably enhances their value, 
tor one of their chief purposes is to 
attract attention and thought upon the 
subjects for which they are made. Ac- 
cordingly, when a critic breaks forth in 
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wild dissent from a jury’s selections, the 
interest of the public is aroused not only 
in the novel or play that has received 
recognition, but in those novels and 
plays which critics believe should have 
received the laurels. And as with the 
Nobel prizes, critics practically always 
are of the opinion that one of the best 
plays or novels has been chosen. Thus 
do awards afford an encomium for ex- 
cellence, and those who endeavor in the 
particular fields are given the encourage- 
ment and stimulation that comes from 
recognition. 


I. Application of Awards to Advertis- 
ing Work 


As a successful journalist Edward 
Bok became intimately aware of the ef- 
fects possible from centering the atten- 
tion and thought of people upon mat- 
ters of public weal. As an author, he 
himself had experienced the personal 
satisfaction attendant upon having his 
work approved through one of the Pu- 
litzer aw2:ds. As a publisher he was 
aware of the importance of advertising. 
Attracted by an editorial in Collier’s 
Weekly which suggested the use of 
awards as a means of raising the stand- 
ards of advertising, he offered a founda- 
tion to the Harvard Business School 
for this purpose, should it consent to 
act as administrator. 

The application of awards to adver- 
tising work, however, has presented 
many problems which are not common 
to other schemes of awards. Does ad- 
vertising offer a proper sphere for 
awards? Will public awards for en- 
deavor in advertising encourage those 
engaged in that work? Can awards 
serve in an educational way and help 
raise standards? These questions must 
be answered in the affirmative if the 
awards are to justify themselves. 
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When the Advertising Awards were 
proposed, one of the first objections 
raised was that the commercialism of 
advertising made it an unfit subject for 
a scheme of awards. As a rule, prizes 
are offered for some unselfish service 
rendered society. Should a man be 
given public approbation for a thing 
done for gain? 

Advertising’s chief objective is profit 
for business enterprises. Yet the true 
worker in advertising is as much en- 
grossed in his work for the work’s sake 
as is the author, or the artist, or the 
scientist. Approbation means as much 
to him as to these others; perhaps more, 
for usually he has to labor entirely 
unrecognized by those who see his work. 
He is an unknown author. 

While advertising is used by the busi- 
ness man for business purposes, it chal- 
lenges the attention and interest of the 
public at large. Its social effects are 
far reaching. An educational factor of 
no mean power, it develops new wants, 
shapes people’s desires, and influences 
public opinion. Wide spread in its use 
it looms large in present-day literature. 
As a form of literature it has attracted 
some of the able literary men of the 
day. On the artistic side, much gifted 
effort in illustration and in typography 
is devoted to it. Public interest in a 
group of advertising awards is assured, 
for many read and study advertise- 
ments. 

The importance of advertising in our 
present economic structure is undoubted. 
In a short span of years the money and 
the labor devoted to advertising have 
multiplied almost unbelievably. Yet, 
of all the forces with which the busi- 
ness man has to deal, none is probably 
so little understood. Almost daily do 
we see statements decrying the waste 
attendant upon the use of advertising. 
And waste there undoubtedly is, spring- 
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ing from misrepresentation, from mis. 
understanding of the true function of 
advertising, from lack of coordinatioy 
of advertising with the other depart. 
ments of business, from failure to con. 
duct the necessary research and study 
before launching an advertising pro. 
gram and from shortcomings in techni. 
que of presentation. Ultimately the 
public pays for this waste. Accord. 
ingly, any means which may sugges 
standards of practice and reduce waste 
ensuing from improper usage is worthy 
of trial. 

After a careful study it was believed for di 
that in spite of many apparent dificul. to ad 
ties of administration a series of awards In 
might be devised which would serve in 
three ways: 


1. To emphasize the desirability 
of truth and integrity in advertising 
practice; 

2. To educate advertisers to the 
need of careful planning and study prope 
before undertaking any advertising paren 
program; It 

3. To afford recognition and stimu- meda 
lus to the worker who produces ad. have 
vertising of merit. Comi 
tising 
initia 
fight 
give 

If advertising is to be fully effective, ing ¢ 
the public must have confidence in the Thro 
truthfulness of what advertisers say the | 
about themselves and their products. Bure; 
Perhaps in no branch of business is more paigr 
clearly crystallized an appreciation o! and « 
the need of highest standards of integ- It 
rity. Yet constant vigilance is required this 
to fight the dishonest advertiser, who than 
threatens the confidence reposed in ad- sO W 
vertising. And every advertiser must resul 
constantly guard against overstatement divid 
or suggestion of claims of doubtful any 
veracity. vigil: 
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II. Emphasis upon Integrity and 
Truthfulness in Advertising 
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Accordingly, truthful presentation of 
the subject or article advertised was 
made a dominant feature of the awards. 
The original announcement carried the 
following statement: 


To the end that truth shall be recognized 
as a factor of greatest practical value, the Jury 
is instructed to lay particular stress on ac- 
curacy and fair statement in all manuscripts 
and advertisements considered. 


In addition, the premier award was 
made a gold medal to be given to the 
individual or organization deemed by 
the Jury of Award to merit recognition 
for distinguished contemporary services 
to advertising. 

In its deliberations the Jury accepted 
I'terally the instructions to stress truth- 
fulness. It is violating no confidence 
to state that certa‘n campaigns which 
were admirably planned and conceived 
were discarded simply because the ad- 
vertisements carried suggestions of 
properties for their products that ap- 
parently were not absolutely truthful. 

It is significant that the first gold 
medal for distinguished services should 
have gone to the National Vigilance 
Committee of the Associated Adver- 
tising Clubs of the World. This body 
initiated the first organized attempt to 
ight the misuse of advertising and to 
give impetus to the movement for mak- 
ing advertising credible and truthful. 
[hrough its endeavors have developed 
the activities of the Better Business 
Bureaus and other efforts in the cam- 
paign to make advertising more useful 
and effective through making it honest. 

It was deemed necessary to make 
this award to an organization rather 
than an individual because a movement 
so wide spread and so important is the 
result of organized, rather than of in- 
dividual, effort. The Jury believed that 
any individual who had been active in 
vigilance work would receive greater 
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satisfaction from recognition of the 
movement than from a personal recog- 
nition. The award to the Committee 
may be looked upon as an award to the 
many who are engaged in, and have 
contributed to, this vital movement. 

III. Educational Value of Awards 

As suggested above, the second ser- 
vice which the Awards might possibly 
render was of an educational nature in 
stressing the value of careful research 
and planning in the preparation of ad- 
vertising programs. 

One of the most persistent and oft- 
repeated objections to a scheme of ad- 
vertising awards has been that the judg- 
ing of advertisements is an impossibility. 
To study merely the message and illus- 
tration, upon the printed page yields 
nothing that is significant. The real 
test of advertising lies in its ability to 
accomplish the purpose for which it is 
employed. Sympathy with this view- 
point necessitated devising a method of 
getting behind the printed page in judg- 
ing advertising work. 

Properly conceived, advertising is a 
force which the executive must under- 
stand as an element in the management 
of his business. An integral part of 
modern selling, its influence extends be- 
yond the sales department. If used, it 
may and probably will affect every de- 
partment of a business. As part of the 
selling program it will affect the whole 
process of distributing a product. Since 
it may make simplification of a line of 
merchandise possible or advisable, pro- 
duction methods may be altered. More 
subtle may be its effect upon the person- 
nel of the advertiser’s organization. In 
turn it may reach over into the field of 
finance, affecting credit methods or serv- 
ing as an aid in gaining new capital for 
a business. 
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Advertising, then, as one of the 
forces with which the executive works, 
must be studied in conjunction with all 
of the other forces of marketing, pro- 
duction, and finance, so that proper co- 
ordination may be secured. The busi- 
ness man may have no need for it or he 
may be required to exert great courage 
to use it extensively in accomplishing 
certain desired results. Before under- 
taking any advertising, however, he 
should exert every effort to secure the 
facts, both within his organization and 
without, which will permit sound plan- 
ning of an advertising program. The 
objectives to be attained and the strat- 
egy of attaining them should be care- 
fully determined beforehand. 

This conception of advertising makes 
it necessary to go back of the mere sur- 
face of advertisements in any attempt to 
appraise the excellence of advertising 
work. The advertiser’s problems should 
be known; the facts upon which he has 
built his campaigns should be available. 
In other words, any advertising pro- 
gram should be approached as a “‘case”’ 
in which the various factors are listed 
and weighed. 

It was believed that a scheme of 
awards might be applied to advertising 
by asking advertisers to submit cam- 
paigns supported by briefs outlining 
their problems. Accordingly, in the 
original announcement contestants were 
asked to furnish the following informa- 
tion with their campaigns: 


1. The market analysis or study 
upon which the advertising program 
was based; 

2. Particular problems met in 
adapting the advertising to marketing 
conditions and the methods used to 
meet these problems; 

3. The objectives chosen for the 
campaign and why these were se- 
lected; 


4. The choice of the advertising 
appeals as governed by the analysis 
of the wre and the study of mo. 
tives controlling possible purch 
of the product; — 

5. The factors governing the prep. 
aration of copy and art treatment 
adopted; 

6. The method of determining the 
appropriation for the campaign; 

7. The considerations governing 
the choice of mediums including me. 
diums reenforcing the newspaper and 
periodical advertising; 

8. The consideration of factors 
involved in scheduling the advertising. 


In this requirement of submission, not 
only of advertisements but of briefs de. 
scribing campaigns and research, lies 
one of the greatest practical obstacles in 
administering the present awards. 
When novels, dramas, histories or scien- 
tific research are being judged, the Jury 
has all the material at its disposal with- 
out having to rely upon its presentation 
by the authors. Advertisers were 
asked, however, not only to submit ad- 
vertisements, but to go to the trouble 
of presenting briefs describing their 
campaigns. Many advertising men are 
reticent in releasing confidential infor 
mation such as is requested in these 
briefs. To meet this objection assur- 
ance was given that all manuscripts sub- 
mitted would be held confidential. 

Relying upon this assurance adver- 
tisers submitted a representative group 
of campaigns for the first competition. 
It did not by any means embrace all of 
the best advertising work of the year. 
On the other hand, a large amount of 
exceptionally good work was placed be: 
fore the Jury. The experience of the 
first competition indicates that the re: 
quirement of submitting advertisements 
and briefs is not an insurmountable dit- 











ficult 
miss 
ture 
will 
T 
cleat 
edly 
the 
facts 
of a 
insta 
ing ' 
of t! 
som 
ning 
by 
wert 
sired 
man 
“cas 
the. 
ted | 
a re 
belie 
linin 
furn 
paig 
erly 
be n 


tific 
tion 
cam 
tion 
imp 
for 
duci 
of ; 


van 


was 
an | 
two 








rtising 
nalysis 
of mo. 
hasers 


: prep. 
itment 


ng the 
L; 
erning 
ig me- 
r and 


actors 
tising. 


N, not 
fs de. 
lies 
cles in 
yards, 
scien- 
Jury 
with. 
tation 
were 
it ad- 
ouble 
their 
n are 
infor- 
these 
1Ssur- 
; sub. 


dver- 
roup 
ition. 
Il of 
year. 
nt of 
d be- 
F the 
e re: 
rents 


dit. 





ficulty. In fact, indications point to sub- 
mission of so much material in the fu- 
ture that the handling and judging of it 
will present new problems. — 

The manuscripts sent in showed 
clearly that many advertisers undoubt- 
edly undertake their campaigns without 
the careful research and collection of 
facts that should precede the launching 
of an advertising program. In some 
instances the objectives of the advertis- 
ing were probably not clear in the mind 
of the advertiser. On the other hand, 
some briefs indicated the careful plan- 
ning, study, and research undertaken 
by the best advertisers. The briefs 
were not all that might have been de- 
sired in many cases. None of the 
manuscripts fully presented the complete 
“case” of the campaign. Nevertheless, 
the Jury had information which permit- 
ted it to study exhibits intelligently. As 
a result of this first year’s contest it is 
believed that the device of briefs out- 
lining the advertiser's problems can 
furnish a sound basis for selecting cam- 
paigns to which an award might prop- 
erly be given. Further experience will 
be necessary to prove the full efficacy of 
the plan. 

It seemed that in addition to cam- 
paigns the increasing amount of re- 
search work in marketing and advertis- 
ing offered a proper sphere for an 
award. In the application of the scien- 
tific method either in gaining informa- 
tion necessary for planning effective 
campaigns, or in producing informa- 
tion of a general nature which may help 
improve advertising methods, lies a way 
lor raising standards of practice and re- 
ducing waste. Directing the attention 
of advertisers and of the public to ad- 
vances in the use of research methods 
was deemed worth while. Accordingly, 
an award (later this was increased to 
‘wo), was provided for research. Ad- 
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vertisers and research workers were in- 
vited to submit their work. Here again, 
it will be noted, is the obstacle of having 
to ask individuals to present their efforts 
for judgment. Further difficulty arises 
from the confidential character of many 
of the researches. The character of 
the material submitted for the first com- 
petition, the increasing use of research, 
and the experience of the Jury with it 
lead to the belief that an award of 
this kind will perform an educational 
service. 

However, the educational service to 
be performed by the awards is rendered 
more difficult by the fact that the ‘‘cases”’ 
contained in the briefs with their ac- 
companying displays and the researches 
cannot all be placed at the disposal of 
the public or of advertising people. It 
is the hope of the Business School, how- 
ever, each year to publish the winning 
campaigns and their briefs and the win- 
ning researches, so that advertisers may 
have available these examples of meri- 
torius work. The winning campaigns 
for 1924, of the General Motors Com- 
pany, of Lux, and of the R. H. Macy 
Company and the winning researches 
afford material worthy of the careful 
study of students of advertising. 

Disagreement with the selections is 
to be expected, but as pointed out in the 
discussion of the Pulitzer and Nobel 
prizes, unanimity of opinion is not essen- 
tial. If disagreement leads to more 
careful study of advertising work, then 
the awards will have performed an 
educational function. 


IV. Recognition of Individual 
Advertisements 


The third objective which it was 
hoped might be attained in the scheme 
of awards, that of stimulation and en- 
couragement of workers through giving 














264 HARVARD BUSINESS REVIEW 


recognition to outstanding individual 
advertisements, is subject to criticism. 
The individual advertisements must be 
judged almost entirely from the stand- 
point of excellence in typography, En- 
glish, and illustration. No absolute judg- 
ment based on accomplishment is pos- 
sible. As a result some scoff and decry 
any basis of judging an advertisement 
other than that of “results.” Even ad- 
mitting the force of this argument, 
nevertheless such awards are believed 
worthy of trial. The discussion aroused 
by the decisions of a carefully-chosen 
Jury* and the encouragement that is 
given to the workers in the field may 
well justify the experiment. Unfortu- 
nately the winning individual advertise- 
ments, easy to reproduce in trade peri- 
odicals and magazines, are likely to re- 
ceive more attention than the more im- 
portant campaigns with their supporting 
briefs. 

Different from most awarding plans 
it is usually necessary to make an ad- 
vertising award to an _ organization 
rather than to an individual. Seldom is 
an advertising campaign or even an indi- 
vidual advertisement the product of one 
mind. It is the result of joint effort. 
The indications, however, are that an 





3 Under the scheme of the Awards, the Jury is 
appointed each year by the Dean of the Harvard 
Business School. The Jury for 1924 included two 
advertisers, two publishers, four advertising agency 
representatives, and two faculty members. 


award to an organization may be eye, 
more far reaching in its effects than ay 
award to an individual. Within an o. 
ganization credit goes where credit js 
due, and recognition of joint effort helps 
to build an esprit de corps. 

The efficacy of no scheme of award 
can be determined in one year. A study 
of some of the better known series of 
awards reveals that several years were 
required for them to gain momentum 
and power. Time will be needed to test 
the possibilities of the Advertising 


‘Awards, and to determine whether the 


difficulties suggested in this article are 
insurmountable, or whether a workable 
method can be found. Fortunately, the 
founder has given to the administrator, 
and to the juries appointed from year 
to year, sufficient liberty to revise and 
experiment until a satisfactory basis for 
the Awards can be determined. It js 
interesting to note, however, that the 
members of the Jury selected to make 
the first awards, changed its attitude 
from one of scepticism which prevailed 
when they came to Cambridge to under. 
take their work, to one of a confidence 
that the awards might perform service. 
In their formal announcement appears 
the following statement: 


The Jury believes that this first com- 
petition forms a basis for confidence that 
the Awards will accomplish the objectives 
desired. 
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ON AGENTS AND “AGENCIES” 


By NATHAN ISAACS 


[. Legal Distinctions and Business 
Differences 


HERE are two ways of getting 

the work of distribution of one’s 

products attended to: one is by 
means of agents and the other is 
through sale to independent dealers. 
The law is ready with antitheses to set 
the methods off in sharp relief. A man 
is responsible for contracts made by his 
agent within the apparent scope of his 
authority and for the torts committed 
by his agent or servant while acting 
within the actual scope of his employ- 
ment; there is no such responsibility for 
the independent dealer serving the very 
same functions. The original owner 
retains title to his goods and, inci- 
dentally, bears numerous risks while 
they are in the hands of his agents, in- 
cluding the risks of loss, deterioration, 
non-sale, and eventually of failure to 
collect the purchase price from the ulti- 
mate buyer; these risks are normally 
shifted to the independent dealer when 
he is interposed. The seller becomes 
involved by the law of warranty in a 
legal relation with the purchaser when 
he sells through an agent; there is no 
warranty to a subvendee with the inde- 
pendent dealer intervening. On the other 
hand, in selling to a dealer, one loses 
control over resale prices and limits his 
power control over sales policies and 
concurrent activities, such as the han- 
dling of competing lines; he has abun- 
dant control in these matters when he 
works through a representative whom 
the law brands as an agent. Not to cite 
authority for the obvious, but to illus- 


trate the legal point of view, we may 
turn to the recent case of The Federal 
Trade Commission v. Curtis Publishing 
Company.1 The company had entered 
into contracts with 447 wholesale deal- 
ers in magazines to the effect that these 
dealers would become agents and devote 
all of their time to the Curtis com- 
pany’s publications. The Supreme 
Court of the United States, overruling 
the Federal Trade Commission, held 
that this practice was not in violation 
of a statute which condemned stipula- 
tions for exclusive dealing in the goods 
of one seller. “Judged by its terms,” 
said the Court, “we think this contract 
is one of agency, not of sale upon con- 
dition, and the record reveals no sur- 
rounding circumstances sufficient to give 
it a different character. This, of course, 
disposes of the charges under the Clay- 
ton Act.” A difficulty may arise, to be 
sure, in distinguishing between an agent 
and an independent dealer, but that is 
merely a difficulty of fact. All you have 
to do is to determine the proper label 
to be placed upon your selling represen- 
tative, and the law attends to the other 
details. This legal world is, indeed, a 
very neat little world. 

1. The moment we turn to the busi- 
ness realities behind these legal concepts, 
we are in the midst of a most disturb- 
ing confusion. Some of it, let us grant 
at the outset, is due to the ignorance of 
the business man. He impiously re- 
moves the landmarks between legal con- 
cepts that they of old time have set. 
He constantly talks of “agencies’”’ when 





1260 U.S. 568. 
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there is no relationship of principal and 
agent involved. He tells us that a cer- 
tain department store has the Boston 
agency for a particular brand of kitchen 
utensils, whereas in reality the depart- 
ment store buys the goods outright and 
sells them again. He can direct us to 
the local agency of every make of mo- 
tor car, regardless of the fact that some 
are sold in his community by factory 
branches, others by independent dealers, 
and still others by semi-independent 
local subsidiary corporations. His ig- 
norance goes further. On the back of 
thousands of automobile sales contracts 
made in the last few years by local inde- 
pendent business houses there is printed 
a standard form of warranty adopted 
by The National Automobile Chamber 
of Commerce, over the signature of the 
manufacturer, with whom you must re- 
member the purchaser has had no direct 
dealings, and who is of course quite free 
from any warranty liability to the sub- 
vendee. The warranty not, only as- 
sumes that in its absence there would 
be other warranties, express or implied, 
but it reflects the belief that just be- 
cause a manufacturer warrants a thing, 
a dealer need not.? It seems quite clear 
that business has failed to grasp the 
beautifully clear distinction between dis- 
tributing through an agent and distrib- 
uting through an independent dealer. 


2 The standard form of Manufacturer’s Warranty 
for Motor Vehicles adopted by the National Auto- 
mobile Chamber of Commerce, Inc., reads as fol- 


lows: 
WARRANTY 


“This is to Certify, That we, Company, 
warrant each new motor vehicle manufactured by 
us, whether passenger car or commercial vehicle, 
against defects in material and workmanship under 
normal use and service, our obligation under this 
warranty being limited to making good at our fac- 
tory any part or parts thereof which shall within 
three months after delivery of such vehicle to the 
original purchaser be returned to us with trans- 
portation charges prepaid, and which our examina- 
tion shall disclose to our satisfaction to have been 
thus defective; this warranty being expressly in lieu 
of all other warranties expressed or implied and of 
all other obligations or liabilities on our part, and we 
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2. Ignorance, however, is not the only 
source of the failure of business to fit 
into the nicely molded framework of 
the law. If we turn to the actual prob. 
lems confronting the manufacturer o; 
wholesaler in marketing his commodity 
or causing it to be marketed effectively, 
we find his head filled with the difficyl. 
ties that one might have supposed be. 
longed solely to the independent dealer. 
once that person had set foot on the 
stage. We have already alluded to , 
possible desire to control such matters 
as setting the resale price and prevent. 
ing the dealer from carrying competing 
lines or causing him to carry a full line 
He may have to abandon efforts to con. 
trol independent dealers in such mat. 
ters. Yet he is deeply concerned about 
how his goods will go ahead from the 
dealer to the consumer. He may con. 
duct national advertising, although he 
will sell the individual reader of the ad- 
vertisement nothing without the inter- 
vention of the local dealer. He is con- 
cerned about the effective organization 
of his dealers, about good-will among 
them, for them, for himself, and for his 
commodity. Dealer-helps, the promo 
tion of sales by means of throwing open 
his plant to visitors, cooperation in local 
advertising, the giving of prizes and 
bonuses to dealers’ salesmen, the train- 
ing of the dealers’ employees in the 





neither assume nor authorize any other person to 
assume for us any other liability in connection wit 
the sale of our vehicles. : 

“This warranty shall not apply to any vehicle 
which shall have been repaired or altered outside 
our own factory in any way so as, in our judgment, 
to affect its stability or reliability, nor which has 
been subject to misuse, negligence or accident, er 
to any commercial vehicle made by us which shall 
have been operated at a speed exceeding the fac- 
tory rated speed or loaded beyond the factory rated 
load capacity. 

“We make no warranty whatever in respect '° 
tires, rims, ignition apparatus, horns or other had 
nalling devices, starting devices, generators, &™ 
teries, wind shields, speedometers or other traut 
accessories, inasmuch as they are usually warranted 
separately by their respective manufacturers. 

Company, ——— 
Company 
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handling and selling of the product, the 
making of surveys for the dealers— 
these are practical problems that are not 
removed, but on the contrary, are made 
more dificult by the system of market- 
ing through independents.? Even the 
shifting of financial burdens is by no 
means absolute. Quite aside from a 
very real interest in the continued sol- 
vency of his dealer-customers, the man- 
ufacturer or wholesaler may find it ad- 
visable to lend a hand in financing the 
ultimate consumer of his product by or- 
ganizing such a banking institution as 
the General Motors Acceptance Cor- 
poration or making some arrangement 
with existing banks so that the flow of 
his product will not be checked by the 
limited power of the dealers to extend 
credit to consumers.* If we look into 
the sales contracts in common use be- 
tween manufacturers and dealers, we 
find curious provisions calculated to 
permit the manufacturer to inspect, con- 
demn, and substitute for the goods that 
will be the dealer’s, and in general to 
see that the dealer will handle the goods 
properly and particularly keep ample 
supplies and parts on hand to insure 
good service to the customers long after 
the principal product is sold and paid 
for. In fact, in connection with the 
later service, the manufacturer is even 
more eager to keep the price of parts 
and labor down, than he was to keep the 
original sales price up. The executed 
contract of sale, the so-called unilateral 
contract, in which nothing remains to be 
done but pay for the goods, is a fine 
concept in the law books, but unfortu- 
nately very few types of business can be 


: hig foregoing list of problems is taken almost 
rodily from the titles of a series of problems begin- 
— with number 200 in Professor Tosdal’s Prob- 
ems in Sales Management. (First edition.) 

‘ 

For the set-up and forms of the General Motors 


oaptense Corporation, see Magee, Materials for 
the Study of Banking, pp. 743 ff. 





ON AGENTS AND “AGENCIES” 267 


built up on the touch-and-go system. At 
any rate, the independence of the inde- 
pendent dealer is not nearly so clear-cut 
as his title would indicate. The busi- 
ness world is not quite so neat as the 
legal world. 

3. Even if the business man’s igno- 
rance could be overcome and the law 
could enforce its theories that, after the 
passage of goods to a dealer-customer, 
the manufacturer is no longer concerned 
with their sale, or whether they are sold 
at all—and something like this is the 
solution implied in many a court deci- 
sion—the difficulties arising from the 
business man’s tendency to treat a deal- 
er-representative as an agent would not 
be solved. The difficulty goes deeper 
than an imperfect analysis or a perverse 
desire of Lombard Street to dictate a 
new law to Westminster Hall, such as 
Lord Holt once thought he detected. 
Its roots are in the fact that the law 
which we are applying to modern busi- 
ness took its shape before modern busi- 
ness was dreamed of. We may illus- 
trate the point by referring to one aspect 
of the law of sales: the warranty. 
Without going back to Lord Coke's 
day, when one could escape the effect 
of his representation by insisting that 
he hadn’t said, “I warrant,” we can 
readily distinguish between the eco- 
nomic condition in which the maker nor- 
mally sold his wares to the user and 
the modern condition, in which division 
of function has progressed so far that 
we rarely come into contact with the 
makers of the things we use. Under 
the simpler condition one had but to 
select reliable makers of wares, let us 
say of carriages, and feel confident that 
they knew whereof they spoke, in the 
first place, and that in the second place, 
one could hold them to their prom- 
ise to make good any loss or defect 
should anything unforeseen develop. 
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When division of function progressed to 
the point where one man devoted all 
his time to selling carriages for others 
who made them, the condition was still 
saved by the law of agency, which 
bound the employers to the consequences 
of the agent’s assertions, at least to 
what he said within the apparent scope 
of his authority, as if his employers had 
spoken themselves. But when the dis- 
tributing end of the carriage business 
—or was it the automobile business by 
that time ?—-was organized so that a 
whole business organization devoted all 
its time and energy and capital to the 
work of selling and distributing, a gap 
appeared in the scheme. In other 
words, under the modern reorganiza- 
tion of business the accidental fact that 
one manufacturer sells his wares in Bos- 
ton through a branch and another sells 
similar wares in the same city through 
an independent dealer — whose inde- 
pendence we may have to qualify, not 
only by the interference we have already 
described, but also by finding that the 
dealer is a corporation controlled by the 
manufacturer—will make the difference 
between answerableness by one for 
breach of warranty (and according to 
the traditional view for his negligence, 
too), and immunity in the other. More- 
over, the sales law cuts off the implied 
warranties of quality even on the part 
of the intermediary in a good many 
cases; in fact, this applies wherever 
goods are bought under their trade 
name. Thus, a can of food or a pack- 
age of drugs or a piano or an automo- 
bile is bought under its trade name, per- 
haps as a result of the persistent adver- 
tising of the producer or dealer, or both, 
and is found unfit for the purpose for 
which it is bought, or for any purpose, 
to make the assumption stronger. The 
dealer is free under the statute. The 
producer can hide behind the common 


law proposition that a warranty does 
not run to a subvendee. We shall find 
courts wrestling with this anomalous 
situation and doing some very sensibl. 
but highly illogical things under the 
circumstances. The point here js simply 
that the source of their difficulty js to 
apply the law which grew up under ay 
old econemic order to a new order for 
which it does not adequately provide, 
4. Perhaps we should add a fourth 
source of trouble in distinguishing be. 
tween the agent and the independent 
dealer, the difficulty brushed aside q 
moment ago as a mere question of fact. 
If the business man is frequently too 
obtuse to understand the nice distinc. 
tions of the law, the lawyer in return js 
likely to be intolerant of the situation 
where, to tell the truth, there is no an 
swer to his sharply put question of fact. 
To the lawyer a man either is or is not 
an independent dealer. To the business 
man there are all kinds of degrees and 
gradations between the two. It seems 
arbitrary under the latter view to make 
everything depend on the necessarily 
arbitrary answer to the question 
of independence. Thus, if I hire a 
man to wash the windows in my build. 
ing, it is impossible to foretell whether 
I shall be held liable for his negligence 
in dropping a bucket on a passer-by. He 
may be deemed a servant and he may be 
deemed an independent contractor. Of 
course some cases are clearer than 
others. It is, I suppose, fairly clear 
that if I hire a yellow taxicab for ever 
so long a drive, no one can hold me 
responsible for the negligent driving of 
the chauffeur. Yet, why should a result 
be different if I hire a black automobile 
and its driver with it? And if my bus: 
ness takes me to a small town and 
make arrangements with an autoist * 
the station to take me around to see my 
customers, just which of the two situx 
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d ‘ons am 1 facing? Perhaps neither 
in cen in the doubtful cases will be 
lous termed unjust, although one may be con- 
sible siderably more embarrassing than the 


other. Yet there are cases where the 
unevenness of treatment, based on the 
distinction sharply drawn between an 
employee and an independent, may be 


the 


mply 
Is to 


ra 
i deemed unjust. Workmen’s compensa- 
de. tion laws protect the employee; they 
wurth have nothing to say about the indepen- 
+ be. dent contractor doing the same kind of 
dent work. Labor unions are given certain 
le a privileges, but a guild of contracting 
fact. laborers is a trade association with none 
too of these privileges. The independent 
tine. contractor may or may not have the spe- 
rn is cial exemptions or the preferred claim 
tion for remuneration accorded the laborer. 
) an Coring back to our problem of organ- 
fact. izat.on of marketing through employees 
not or »utsiders: two establishments man- 
ness ufacuring similar articles, say phono- 
and graphs, may have different policies for 
ems marseting; let us assume that one sells 
rake to the public through a large marketing 
arily department and the other sells its en- 
tion tire product to a corporation specifically 
ea organized to handle the product. The 
uild- difference is largely on paper. One 
ther method may not be any cheaper than 
ence the other. Through special contracts 
He and a surety company’s bonds they may 
y be have adjusted their risks so that there 
Of Is practically no difference between them 
han in this respect. The circumstances that 
lear have led the two establishments to adopt 
ever such different policies may be purely 
me personal or accidental. Yet the hand 
x of of the law falls very unequally upon 
sult them unless lawmakers are exceedingly 
bile careful. Thus, taxes on such products 
Nusi- based on the selling price have given 
d | an advantage to the manufacturer 
t at Whose product passed out of his hands 
my most quickly and at the smallest appar- 
tua: ent selling price. Naturally, unless such 
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a law is corrected in its administration 
or by statutory amendment, it will drive 
establishments to assume a form of or- 
ganization which the lawgivers had no 
idea of favoring. Again, states make 
requirements of foreign corporations 
for taxing or other purposes which fall 
heavily on the huge organization doing 
a part of its business in their borders 
through branches, whereas the interpo- 
sition of the nominal independent leaves 
the large organization free of the bur- 
den. If the local representative is an 
agent, suit may be brought in some 
states against the corporation by serving 
a notice on him; not so if he is a real 
or nominal independent, even though he 


‘is paid the same commission that an 


agent receives. Even the criminal law 
makes use of the sharp distinction: the 
defaulting agent is an embezzler, while 
the defaulting independent is merely a 
debtor. The law tends to speak in such 
sharp alternatives because one of its 
functions is to settle disputes—to it 
everything in the world is either black 
or white. Business is not concerned 
with disputes except as a last resort, 
and then as an afterthought. Accord- 
ingly it goes on organizing conveniently 
with intermediaries, who are neither 
black nor white, with “‘agencies” which 
are neither employees nor independent 
dealers. Can the law make room for 
them? 


Legal Concessions to Business 
Realities 


As a matter of fact, the law has been 
yielding to the pressure produced by the 
changed realities with which it has been 
forced to deal through the old con- 
cepts. In this particular field of assim- 
ilating the independent dealer and the 
agent, some remarkable legal changes 
have developed, the significance of 
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which can now be seen against the busi- 
ness background that we have sketched. 
The methods by which these changes 
have been brought about are all of the 
methods known to legal history. These 
have been stated by Sir Henry Maine 
as Legal Fictions, Equity, and Legisla- 
tion. For convenience we may consider 
them in this order and group the 
changes in accordance with the method 
through which they have been brought 
about. 

1. The method of Legal Fictions is 
commonly spoken of as something of 
the past. We have, of course, certain 
dogmatic fictions, such as that he who 
acts through another acts personally, but 
these, we are told, are mere aids to 
classification and short cuts in expres- 
sion rather than devices for changing 
the law. Yet, when hard facts are 
forced against an unyielding law some- 
thing must happen. The form of the 
law is likely to be preserved though its 
content is changed. Thus, the Ameri- 
can College of Electors provided for 
in the Constitution is preserved, but its 
use is a mere fiction. So in the matter 
of selling through independents, in 
order to get the legal advantages of a 
buffer organization as far as credit and 
liability are concerned, and yet retain 
the advantages of control, the subsid- 
iary selling corporation has been de- 
vised. It is independent in theory. In 
practice it is made up entirely or in 
large part of the men who control the 
principal corporation. There is a limit 
to the use of such subsidiaries. The 
law will pierce the veil of corporate 
entity in case of fraud. It will not tol- 
erate subsidiaries, the object of which 
is to evade a positive law or to deceive 
the public. There is a wide range of 
variation in the independence of local 
selling corporations, from the condi- 
tion in which the sales corporation is 


completely controlled by the parent or. 
ganization to a condition where it js jn 
fact the parent and the producing coy. 
poration is a mere feeder. Even with. 
out the subsidiary, however, the degree 
of independence of the nominal inde. 
pendent may vary greatly. In the days 
when the retailing end of the brewery 
business was organized through mort. 
gages with tying clauses, the licensed 
“owner” of the saloon was hardly more 
independent than the manager of ; 
chain store. On the other hand, where 
the formal relation between the pro. 
ducer and the distributer is reduced to 
the form of a lease, as in the case of 
the gasoline pumps,® there may be a 
thorough-going control in one or two re- 
spects and none whatever in others. 
Where goods are sent to the distributer 
on consignment it may be quite impos- 
sible to tell whether the title is retained 
by the producer or wholesaler with the 
sole purpose of protecting credit, or 
whether the relations between them 
amount to those of principal and agent 
in reality as well as in name. It some- 
times happens that an independent deal: 
er is converted on paper into the man- 
ager of a store taken over by a creditor 
under an agreement that will gradually 
make him an independent dealer again 
if his account is taken care of. All o! 
these arrangements, the common fea. 
ture in which is that one relationship 
exists on paper in order to get the force 
of the law behind an arrangement, while 
the actual relation not recognized by 
the law is simply some form of agency 
or sale in a scheme of distribution, may 
fairly be termed instances of the ust 
of Legal Fictions to keep the law " 
harmony with the actual needs of 4 
growing and changing business order. 


5 Federal Trade Commission v. Sinclair Refmns 
Company, 261 U. S. 463. 
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The use of such legal covers for busi- 
ness realities is attended with certain 
dangers. In the first place, courts and 
commissions are likely to say at any 
‘urn that what cannot be done directly 
cannot be accomplished by indirection. 
It was contended, for example, by the 
Federal Trade Commission in the case 
frst cited, that the effect of signing up 
the four hundred wholesale dealers in 
periodicals as agents was just as clearly 
to cut off the only effective means of dis- 
tributing rival periodicals in many com- 
munities as the effect of any system of 
restraint of trade could be. Occasion- 
ally a court takes the stand that a bail- 
ment-lease or consignment arrangement 
or other device that holds back the tech- 
nical consummation of a sale for credit 
purposes is to all intents and purposes 
a sale with a mortgage back to the 
seller, and they treat the property in 
question accordingly, for taxation pur- 
poses, for purposes of the administra- 
tion of estates, and for determining the 
rights of other creditors. A more seri- 
ous danger, however, in using devices 
for purposes for which they were not in- 
tended, lies in the unforeseen conse- 
quences that show themselves in extreme 
cases. It may not make much difference 
whether you are called a manager or 
an owner subject to incumbrances, so 
long as your rights and duties are clear 
and you are able to exercise and per- 
form them. But it may make a great 
deal of difference in case of the sudden 
death of the occupant of the ambiguous 


Position, or the declaration of war be- 


tween the country in which he has been 
operating and the country of the other 
party to the arrangement. What ter- 
minates or suspends a contract may not 
so affect a hold on title. To take care 
of such unforeseen consequences the ob- 
‘ious method is to try to foresee them. 
Thus there has grown up a most com- 
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plicated type of contracts with agencies 
that, at least between the parties, com- 
pletely inverts the legal pattern with 
which it begins. It shifts the incidence 
of every risk—loss or destruction or 
spoliage of goods, changes of styles, 
business depressions, death of parties, 
changes of law, war, any risk you can 
think of—from the place where the 
law would have it fall to whatever 
place the parties agree upon. Some 
risks cannot be shifted so easily: for 
example, the risk that the employer of 
the agent runs of being held to the 
agent’s bargain quite regardless of the 
agent’s disregard of private instruc- 
tions, but even here something can be 
done. The contracts sometimes seek to 
prevent at the outset every act and ges- 
ture that could possibly entitle the public 
to look upon the representative as an 
agent with general authority. The kind 
of sign to be placed on store or office, 
the mode of signing letters and agree- 
ments, and similar details are very care- 
fully regulated in some of these agree- 
ments. They come gradually to disre- 
gard the standard relationships that the 
law knows and set up in their places 
innominate relationships in which sub- 
stance triumphs over form. 

2. When courts realize the discrep- 
ancy between the outer form and the 
real substance of a relation, we find them 
ready to do equity by ignoring the 
form. A long time ago Courts of 
Equity found business men using a 
document that on its face conveyed 
the property of a borrower of money 
to the lender. When they learned 
what the substance of these transactions 
was they gradually developed mortgage 
law so that today such a document gives 
the lender security for his loan, but 
nothing more. In like manner they 
have come to learn in more recent 
times that in spite of the form of pass- 
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ing title by sale, business men do not 
really give up all their interest in a case 
of goods as soon as it is given to a car- 
rier. The illogical doctrine of stop- 
page in transitu is a concession to the 
business realities. Though technically 
possession as well as title may be in the 
buyer so that the seller is nothing but 
an unsecured creditor, it seems outra- 
geous to the business man for his goods 
to be thrown into the general mass, the 
untouched case being sold with the rest 
at a sacrifice to give him and the others 
a few cents on the dollar. Thus, an ex- 
ception has been made if he can stop 
the goods that have not yet reached the 
insolvent purchaser. In actual business 
the principle is likely to be carried 
further. The unopened cases in the 
insolvent’s warehouse or cellar seem so 
obviously to belong to the unpaid seller, 
that the other creditors will go far in 
conceding to him the right to remove 
them. Courts do not go so far as busi- 
ness men do in qualifying the title of 
the dealer to goods on his shelf. The 
function of the credit department of a 
business to see that goods are used by a 
dealer in accordance with the ordinary 
understanding of business men is largely 
extra-legal. Yet in extreme cases a re- 
ceiver appointed to preserve assets, to 
say nothing of resort to statutory pro- 
cedures which we shall consider pres- 
ently, may remind the dealer that he is 
a kind of trustee for his creditors. I 
have before me the correspondence in a 
typical case where a wholesale jeweler 
remonstrates with his customer for tak- 
ing on new lines and for incurring ex- 
penses that make his continued success 
unlikely. There is reflected in it a whole 
series of developments in the relation 
between wholesaler and retailer that the 
law has missed in making one sales code 
apply to sales to dealers and sales to 
consumers. In the first place, this 
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wholesaler has a minute knowledge of me was On 
the finances of the retailers. He knows labele« 
exactly what they have been doing foram sio” 2 
years, what they can afford to do now fg to ext! 
and what they cannot afford to do. He a boil 
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knows exactly how their accounts stanj 
with other wholesalers. He can talk 
to them as he would to branch managers 
—and he does. And they take it in 
very much the spirit of branch mana. 
gers. It is not surprising then that 
courts of equity can be prevailed upon 
with very flimsy technical grounds to 
permit the creditors of a business to 
come in and protect their interests. 
Not only in their relations with each 
other, but in their dealings with the 
public, will the court occasionally look 
at the realities rather than the form of 
the relation between producer and dis. 
tributer. We have mentioned the gap 
caused when a law of warranty that op. 


erates only between buyer and seller is # !°W ‘ 
applied in a world where the seller is J °! > 
only a conduit who might have been, but broa 
generally is not, an agent. Naturally ure ¢ 
the courts have felt that there was # ‘vee 
something wrong in this situation, and  ° ¢! 
although they have generally not an °° “ 
alyzed the business realities behind it, # "2 
they have listened most intently to any 3: 
argument that could be used to make legis 
the producer of deleterious foods and alres 
unsafe machinery liable to the very per- who 
sons for whom the goods were intended, mod 
the subvendee. They have opened up J te! 
three avenues of approach to the man- nxec 
ufacturer. In the first place, they have The 
held that manufacturers were liable to trad 
injured persons if they fraudulently con- “ee 
cealed known defects. There is no ob- “ 
jection to the principle except that it 's ren 
rarely possible to prove a case under tt 

Then they have developed, and some: a 
what overdeveloped, a doctrine as a 
things “intrinsically dangerous.” The sine 


first case on this subject in New Yor 







































was one of a poisonous drug improperly 
labeled. This was a reasonable deci- 
jon, and the court refused a little later 
«o extend the doctrine to a fly-wheel or 
, boiler. In later years, however, the 
New York courts have extended the 
doctrine so as to include among articles 


can talk 
nanagers intrinsically dangerous a scaffold, a der- 
ike it in Me tick rope, an elevator, a siphon-bottle, 
mana. My and a steam coffee-urn. Other states 
hen that ME have followed suit, one going so far as 
led upon im [0 hold a cake of soap an intrinsically 
unds to MM dangerous article. A third approach 
iness to a has been worked out by the New York 


Court of Appeals in the famous case of 


ests. 
ith each ME McPherson v. Buick Motor Company; 
vith the MM namely, that the manufacturer can be 
lly look MM held liable on the basis of ordinary 
form of MM principles of tort if it can be shown 
and dis. MM that he was negligent in permitting the 
the gap Mm article to go out as it did. All of these 
that op- Mm doctrines together tend to change the 
seller is Mm law to meet the modern reorganization 
seller is ME Of business, but they are by no means 
een, but broad enough to make up for the fail- 
aturally ure of the law to make a distinction be- 
re was fe tween sales to a dealer who is a part 
on, and @ of the business organization, and sales 
not an- J tO consumers, in the matter of the run- 
hind it, ning of warranties.® 
to any 3. The remedy must come from the 
) make M™ legislatures. In fact, the legislatures have 
ds and already done a great deal to meet the 
ry per- J Whole series of difficulties raised by the 
ended, modern reorganization of business in 
ned up the face of a common law that had been 
eman- fm ‘xed before the days of middlemen. 
y have The whole law of trade-marks and 
ble to trade names is, of course, rendered nec- 
ly con- essary only where a middleman stands 
no ob- between the maker and the consumer. 
t it is Perhaps we should have mentioned this 
der it. =o 
some: “McPherson vy. Buick Motor Car Company 
as to ‘1916), 217 N. Y. 382. The other matters in this 
The i are discussed in the Harvard Law Re- 
York sa Ruins Nae in Schaub and Isaacs, The Law 
$ ms. A fourth approach may be 
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development among the non-statutory, 
equitable developments of courts, for 
the lines between technical trade-mark 
infringement and unfair competition of 
a general nature are not easy to draw. 
Modern pure food and drug acts and 
inspection laws of many kinds are an 
indirect outgrowth of the same separa- 
tion of maker and consumer. We are 
more directly concerned here with those 
laws that give effect to the business man’s 
point of view in making the title of the 
dealer-purchaser less than absolute. 
The bankruptcy acts, originally applied 
only to merchant-debtors, are perhaps 
the greatest concession in this direction. 
They are not merely a means for the 
collection of debts past due, but for the 
protection of interests that are merely 
threatened by the improper conduct of 
the debtor. That is, although the mer- 
chant-debtor has title to his stock in 
trade, under the bankruptcy law he is 
not free to utilize that title so as to dis- 
regard the interest of his creditors in 
that stock. To this extent the undefined 
interest of these creditors becomes a 
legally protected interest. A recogni- 
tion of the same interest is manifested 
in the bulk sales laws. The early stat- 
utes on the subject were held unconsti- 
tutional. The courts argued that own- 
ership carried with it the right to sell. 
But legislatures came back with care- 
fully worded statutes of notice and con- 
structive fraud to safeguard the very 
same interest of creditors. These are 
today readily accepted as part of our 
legal system. 

What we need, however, is a more 
whole-hearted recognition of the deal- 





suggested: In some cases the independent dealer, 
while independent in most respects, is also the agent 
of the manufacturer for the particular purpose of 
making a warranty. This is at least suggested in 
the language of the warranty quoted above in 
note 2. 
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er’s place in modern business organiza- 
tion. On the one hand, this will mean 
greater responsibility by the manufac- 
turer to the public, full responsibility 
for his frauds and negligence, whether 
his products are intrinsically dangerous 
or not, and also liability as a warrantor 
where he, through representations, in- 
duces the public to buy his product from 
such distributers as he has chosen. In 
return the law does and should protect 
this product in transit from all kinds 
of adulterations, unfair imitation, and 
misrepresentation. On the other hand, 
the recognition of the dealer’s place 
will cause him to be assimilated 
with the agent in many respects to 
the great advantage of the manu- 
facturer. We have been drawing 
the line too sharply between him and 
the agent. As to the latter we have 
been permitting price control, exclusive 
dealing, full-line forcing, and complete 
protection from competition with other 
agents dealing in the same commodity. 
As to dealers we permit none of these 
things—we brand them as “unfair 
methods of competition.” In the Beech- 
Nut Packing case‘ which condemned 





7 Federal Trade Commission v. Beech-Nut Pack- 
ing Co., 257 U. S. Agreements by dealers to 
maintain certain resale prices are not illegal in 
themselves in England, Canada, several of the 
states of the Union, or leading foreign countries 
(13 Corpus Juris, 483 at note 39; Davies, Trust 
Laws and Unfair Competition, see index under Re- 
sale prices, foreign decisions). The federal courts 
of the United States have taken a firm stand 
against such contracts sometimes on the theory 
that they are in restraint of trade, sometimes in 
a tone that it is reminiscent of the rules of ,eal 
property forbidding restraints on alienation or of 
some doctrine of “natural law,” but more recently 
on the basis of the several anti-trust acts (See 
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the efforts to prevent Price-cutting 
among dealers, Mr. Justice Holmes ey, 
pressed his inability to see wherein 3 
method of competition was involved 
Certainly if a manufacturer refuses 4 
cut his prices, he is not thereby engag. 
ing in a method of competition with 
other manufacturers. Whether he cay 
successfully carry out his purpose yil 
depend on what they do. At all events 
it seems that some better criterion js 
necessary to distinguish between good 


\ 





and bad practices than to say that there at the 
can be no interference with competi. Fran 
tion by any control of the assistants The 
whom you tie to your organization with Nege 
one external legal device, and that every tial | 
attempt to control those bound to you silks, 
for the same purpose constitutes “an admi 
unfair method of competition” if you the | 
tie them to you with another legal device 1673 
—regardless of the fact that neither de. was | 
vice was formulated for the needs of clear 
modern business, regardless of the fact the | 
that neither device is used without being pract 
completely remade so as to shift bur- the | 
dens and risks and profits very nearly Whe 
to the place where business men believe turné 
they should fall. mem 
Schaub and Isaacs, The Law in Business Problems, whic 
pp. 277-280: note particularly the leading cases— tion 
Dr. Miles Medical Co. v. John D. Park and Sons natic 
Co., 220 U. S. 373; U. S. v. Colgate and Co, 250 a 
U. S. 300; U. S. v. A. Schrader’s Sons, Inc., 252 _ 
U. S. 85; Bobbs-Merrill Co. v. Straus, 210 U.S labo: 
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339). It makes no difference whether the contract 
is express or implied, direct or roundabout (fre 
and Son v. Cudahy Packing Co., 256 U. S. 2; 
Federal Trade Commission v. Beech-Nut Packing 
Co., 257 U. S. 441). The Federal Trade Commis 
sion has recommended that price-maintenance # 
rangements be permitted subject to the supervisio® 


of some administrative tribunal (cf. Swenson, Ne ing 
tional Government and Business, 435)- and 
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E are fortunate in having an un- 
usually complete record of 


TION is 

nN good business principles and practice 
it there at the close of the seventeenth century in 
ompeti: MME France: the treatise of Jacques Savary, 


sistants 
on with 
it every 
to you 


“ 


es an 


The Perfect Businessman (Le Parfait 
Négociant). After making a substan- 
tial fortune in the wholesale trade in 
silks, Savary became involved in the 
administrative work that culminated in 


if you the Commercial Code promulgated in 
| device 1673. Much of the work of drafting 
her de. was entrusted to him, on account of the 
eds of clearness and comprehensiveness of 
he fact the proposals for reform of business 
t being HRP practice submitted by him in response to 
ft bur. the general request of the government. 
nearly When the code was completed, Savary 
believe turned to the task of developing his 

memoranda into a systematic treatise 
_— which would serve both as a justifica- 
- cases— tion of the new code, and as an expla- 
- e nation of the new requirements imposed 
=e upon business men. The result of these 
0 U. §. labors was first published in 1675 un- 
os der the title Le Parfait Négociant. The 
2 al book won immediate recognition. Savary 
Packing at once became the leading authority ; he 
a was pressed into service as an arbitrator 
pars of business disputes and as a consult- 
on, Ne ing expert on matters of business law 


and practice. He was cited as an au- 
thority in the courts during his own life- 
‘ime, and his decisions thus played an 
important part in the interpretation of 
the commercial code. A number of 
these formal opinions on legal matters 
Were included in the second edition pub- 





SOURCES OF MODERN BUSINESS 
PRINCIPLES AND PRACTICE 


By ABBOTT PAYSON USHER 


lished in 1679, and the number was sub- 
sequently increased until, with additions 
made posthumously by the son, there 
were 109 published in a separate vol- 
ume and 9g included in the general text. 

The treatise is a worthy record of 
the distinguished career of its author. 
It is in many respects different from the 
treatises on business that had appeared 
up to that time. Before Savary, writ- 
ing on business subjects had been con- 
cerned with law or with bookkeeping. 
There had been attempts at broad dis- 
cussion of the general problems of busi- 
ness, but even the noted Italian work of 
G. D. Peri—The Merchant (Il Nego- 
ciante, 1638 )—failed to accomplish the 
ambitious program that was clearly 
present in that author’s mind. Savary, 
though well informed in commercial 
law and in bookkeeping, subordinated 
those special branches of knowledge to 
the larger problems of commerce. His 
wide personal experience, as a merchant 
and as an expert, and his contacts with 
the mercantile class made it possible for 
him to survey the entire field of busi- 
ness in France. In fields where his own 
knowledge was insufficient, his friends 
came to his aid with substantial infor- 
mation, and nothing was at any time in- 
serted in the treatise until the materials 
were verified. 

Fifteen editions of the treatise were 
published in French, the last of them in 
1800. The book was translated into 
Dutch, German, Italian, and English, 
but it seems to have exerted more in- 
fluence in Germany than in the other 
foreign countries. It was one of the 
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standard books on business for a cen- 
tury and a quarter, and its influence 
waned only after the reforms of Napo- 
leon had made its legal basis obsolete. 
The vitality of the treatise is undoubt- 
edly due to the fact that Savary stood 
on the threshold of the modern age and 
urged upon his contemporaries the fun- 
damental principles of modern practice. 


II 


The arrangement of material in 
Savary’s text reflects the older economic 
organization; he begins with the ap- 
prentice and the elementary knowledge 
that should be acquired by him. The 
apprentice becomes a master and estab- 
lishes himself in the retail trade. Then 
follows discussion of the various forms 
of partnership; of the wholesale trade; 
of commission men and factors; of 
commerce in foreign countries. Though 
the legal background reflected the past, 
the essential features of the distributive 
system were modern—the trade chan- 
nels were predominantly those of 
the “‘classic’’ system: “manufacturer,” 
wholesaler, and retailer. There were 
various types of brokers, commission 
men, and agents, and there were the two 
primary groups of functional middle- 
men, the common carriers and the 
bankers. 

The fairs, which were formerly the 
predominant mode of distribution, had 
fallen into decay, and though many of 
them still existed, with the exception of 
the “fairs of Lyons” they were of sub- 
ordinate importance. The “fairs of 
Lyons,” too, were hardly more than a 
fiscal device for liquidating regional 
balances by a quarterly settlement of 
accounts through a clearing-house. 
The “manufacturers” of whom Savary 
speaks occupied, of course, a different 
place in the commercial system than 


their modern successors. For the most 
part, these seventeenth century “many, 
facturers” were small Capitalists who 
directed a process of production that 
was executed by workers in their homes 
under varying degrees of subordination 
to the employer.. There were a fey 
factories in France in Savary’s time, but 
they were the exception rather than the 
rule, particularly in the textile trades, 
From the point of view of business ad. 
ministration, the ‘manufacturer’ of the 
seventeenth century was more largely 
concerned with the merchandising as. 
pects of his business than with the tech- 
nical side of production; the purchase 
of raw materials and the sale of the 
finished product absorbed the greater 
part of his energies. The balance be. 
tween production and merchandising 
was not very well worked out; but the 
characteristic error in emphasis was 
precisely opposite to that of the nine. 
teenth century, when the technical work 
of production commonly absorbed the 
energies of the manufacturer. 

In the textile trade, which Savary de. 
scribes in detail, the wholesale merchant 
was the controlling force. The whole- 
saler was not merely an intermediary 
in the physical distribution of goods, 
but also in large measure the predon- 
inant financial power in the trade. As. 
sociations of various types were com 
mon between the wholesaler and the 
manufacturer, especially in connection 
with the production of specialties and 
exclusive fabrics. In some cases, the 
manufacturer entered into a partnershin 
with a wholesaler; frequently, they were 
merely associated under a simple com- 
tract for the preparation of a line 0! 
novelties in accordance with the ideas 
of the wholesaler. The wholesalers 
thus, participated in substantial met 
sure in the financing and direction of 
production. This degree of influence 
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y occurred in respect to staple 


rarel 
lines. The wholesalers regularly made 


substantial advances to retailers, and, 
though the proportion of loans (not 
more than % of the retailer’s capital) 
seems to have been smaller than is now 


customary, the wholesaler was the 
primary source of credit for the re- 
tailer. These financial functions of the 
wholesaler were of course more prom- 
inent in the larger than in the smaller 
houses. Savary distinguishes two types 
of wholesale houses: some wholesalers 
sold only to retailers who lived in the 
same town—in modern parlance we 
might term them “‘local jobbers”— 
others sold not only to retailers in the 
same town, but also to retailers in other 
towns both in France and in foreign 
countries. This second type of busi- 
ness, involving the “‘sectional” and “na- 
tional” markets, required substantial 
funds, as turnovers were slower and 
longer credits were necessary. Not a 
little of this business was still done 
through the fairs, and the provincial re- 
tail merchants did not expect their pay 
for the goods until the next fair. In 
the interval they expected to sell out the 
stock. The contacts of these provin- 
cial retailers were jointly with the large 
wholesale firms and with the local 
manufacturers; from the wholesalers 
they secured their specialties and novel- 
ties, from the local manufacturers they 
bought the common staples. Presum- 
ably, the provincial retailer used his 
cash resources in the dealing with the 
manufacturers and thus came to ex- 
pect generous credit accommodation 
from the wholesaler on the high-grade 
lines needed to fill out his stock. As the 
fashions reached the provinces at an 
appreciable interval after they had run 
their course in the capital, the provinces 
were an important market for the clear- 
ing of stocks that would otherwise have 


been a source of serious loss. But only 
the largest firms could undertake this 
provincial business. 

Considerable emphasis is laid upon 
the maintenance of the distinction be- 
tween wholesale and retail trade. The 
wholesaler was not expected to do 
any retail business. ‘The term whole- 
saler,” runs the Code, “shall be re- 
stricted to merchants who transact their 
business in their warehouse, selling their 
merchandise in bales, cases, or entire 
pieces, maintaining no open shop, and 
having no display of goods nor any sign 
on their house.’”’ Savary urged com- 
pliance with this strict interpretation of 
the wholesaler’s place in the trade. 
“The wholesaler should never sell at 
retail to people who are not in the 
trade, because it arouses the jealousy of 
the retailers and has a bad effect on the 
trade. Retailers will not buy of a 
wholesaler who engages in retailing, be- 
cause they think that they cannot make 
a profit on his merchandise, the prices 
being too well known by the public.” 

Apparently, there was less insistence 
upon corresponding courtesy by the re- 
tailers, for the desirability of direct 
purchase from the manufacturers is dis- 
cussed at some length, and the practice 
was well established around Paris in 
some staple lines of serges and ratines. 
These lines were brought to the cloth 
hall at Paris or to the local fairs (The 
Lendit, and St. Germain) by the manu- 
facturers and there sold to the retailers. 
But for other lines, Savary urged the 
young merchant to rely on the whole- 
saler. ‘The wholesaler,” he says, ‘‘ex- 
tends credit, furnishes goods when the 
markets are not well supplied, gives im- 
portant services in emergencies, carries 
a better line than can be bought directly 
of the manufacturers, and he makes it 
possible to carry better assorted stock 
and affords facilities for filling orders 
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other places.” ? Orleans, Rouen, and 


goods within a reasonable interval the 
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from customers for particular colors or 
weaves.” The importance of perma- 
nent trade contacts is very carefully ex- 
plained, and its bearing on the quality of 
goods obtainable and upon prompt de- 
livery in emergencies is well empha- 
sized. Direct purchase was therefore 
discouraged. It could lead only to de- 
pendence upon commission men in the 
producing sections, and Savary had little 
confidence in commission men. “He 
who does business through agents will 
go to the almshouse in person.” Some 
elements of the setting of the problem 
are not precisely parallel with modern 
conditions, but the trade practice was 
already established, and, as at present, 
subject to some measure of uncertainty 
through tendencies to break away from 
strict delimitation of functions. 

Savary asserts that these general fea- 
tures of the cloth trade are common to 
the other primary trades, wholesale and 
retail. One might wish for some 
specific illustration, but it is certainly 
more than a perfunctory remark, for 
Savary was well informed in respect to 
the business conditions of his time. 


Il 

The characteristic feature of me- 
dieval trade was the lack of specializa- 
tion between the functions of trading 
and transportation. The merchant ac- 
companied his goods; whether a simple 
peddler or chapman with a pack or a 
substantial merchant frequenting the 
great fairs at which the business of the 
European world was transacted. On 
the seas, the merchant was represented 
by a duly constituted agent who had full 
authority over the cargo, relegating the 
captain to the task of navigation. Spe- 
cialization between these functions of 
trade and transportation was a change 
essential to the establishment of the 


modern organization of business, 

cialization required the development of 
common carriers capable of assuming 
full responsibility for transport of 
goods over substantial distances. (,, 
riers of a rudimentary type appeared »; 
an early date: waggoners, on the roads. 
boatmen, on the rivers. But the earlies: 
common carriers transported the good 
only a short distance so that frequent 
transfers were necessary and the super: 
vision of the merchant or his agent re. 
mained essential. Service by relays of 
carriers was an important feature of 
transportation over the Alpine passes 
from the fourteenth to the sixteenth 
century, and there were survivals at 
various points in France even at the 
beginning of the eighteenth century 
though the traffic was then supervised 
by special agents. Heavy freight mov- 
ing from Lyons to Paris made as much 
use of water transport as possible; 
goods were sent overland to Roanne on 
the Loire, thence to Orleans, and 
thence to Paris. The journey from 
Lyons to Roanne was divided into three 
stages: Lyons to Tarare, Tarare to St. 
Symphorien, St. Symphorien to Roanne. 
The service was performed by about 
600 oxen at each stage. Three days 
were required for each stage.’ In this 
case, the transfers were attended to by 
resident agents, who were responsible 
for the safe shipment of the goods. 
“Lyons,” says Savary, “is an entrepét 
for all the merchandise coming from 
Italy and Marseilles. There are com- 
mission men resident there who receive 
the goods and send them overland to 
Roanne, * * * where they are trans 
ferred to boats to be sent to Paris, Or 
leans, Tours, Angers, Nantes, and 





1 Archives Nationales, Paris. G. 7. 1647. Mémaire 
sur le transport des Bleds de Gennes @ Par, 
juin, 1710. 
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and Joigny sur Yonne (1609).* Al- 
though attention was called to these short-lived Caisse d’Escompte 


starred venture of Jean Law and the 
(1956. 
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other places.” ? Orleans, Rouen, and 
Paris are specifically _mentioned by 
Savary in connection with such transit 
business, each serving different routes. 
Orleans handled goods from Nantes as 
well as from Roanne. Rouen was a 
point of transfer for goods coming to 
Paris from Holland, England, and the 
North Sea ports generally. Paris 
served the Seine basin. General ref- 
erence is made to other entrepdt towns 
but no details are given. The carriers 
in many regions made rather longer 
journeys than between Lyons and Ro- 
anne, but the activities of the agents 
made through transport service possible 
whatever the details of the physical 
mediums of transport. The old means 
of communication were thus given a new 
commercial significance. Textiles, oils, 
olives, citrus fruits, salt fish, jewels, 
specie, and fragile merchandise are all 
specifically mentioned by Savary in de- 
scribing the transport system, so that it 
would seem safe to say that the system 
functioned as a fairly well organized 
whole on the primary routes, and that 
the business of seventeenth century 
France was done under conditions which 
differ only slightly from modern condi- 
tions in respect to the degree of special- 
ization. 

_The legal responsibilities of the car- 
riers were approaching their modern 
form. The carrier was provided with 
a “Letter of Carriage” (Lettre de 
Voiture) which differed in form from 
the modern bill of lading though it in- 
volved obligations which were substan- 
tially identical with the obligations of 
the non-negotiable bill of lading. The 
letter was drawn by the consignor, ad- 
dressed to the consignee, and given to 


goods within a reasonable interval the 
carrier was paid by the consignee. Ad- 
vice of the shipment was also sent the 
consignee by post. The carrier was 
responsible for damages in transit, for 
a continuous and uninterrupted journey, 
and for delivery at the destination des- 
ignated. Liability for valuables was re- 
stricted to the inventory which was re- 
quired to be attached to the packages. 

There were some improvements in 
the mechanism of inland transport both 
by land and by water. Beginning with 
Colbert’s ministry there was a notable 
increase in the attention given to roads 
and bridges. The results were not en- 
tirely commensurate with expenditure, 
because there were substantial deficien- 
cies in technical knowledge of road 
building, but much was accomplished 
towards the improvement of the pri- 
mary through roads. 

Water transport was improved by 
the establishment of canal connections 
between the basins of the Loire and 
Seine from Briaire to Montargis. 
But the increased regularity of service 
on the chief rivers was a matter of 
still greater importance. The boats 
operating under special contract for the 
particular consignment were supple- 
mented by boats operating under defi- 
nite schedule between the various river 
ports. The earliest arrangements of 
this type in France were the boat lines 
chartered by the Provost of Merchants 
of Paris beginning in the last decade of 
the sixteenth century.’ References are 
made to regular boats plying between 
Paris and the river towns of Corbeil 
(1596), Melun (1597), Villeneuve St. 
Georges (1597). The first charter of 
which we have the text authorizes the 





the carrier. Upon delivery of the establishment of a boat between Paris 
28 8 Régisires du Bureau de la Ville de Paris, XI, 
nd beens, J. Le Parfait Négociant, 1, 627. Ge- 304. Fagniez. G. L’Economie Sociale sous Hen- 
579 ri IV, pp. 208-9. 
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and Joigny sur Yonne (1609).* Al- 
though attention was called to these 
first references by Fagniez, there has 
been little material available on the 
later history of the development, as the 
records of the municipality have not 
been printed after 1614. In addition to 
the references given, the Paris records 
contain the charters of boats between 
Paris and the following towns: Bray 
sur Seine (1625), Auxerre (1620, 
1622, 1634), Montereau (1626), 
Sens (1626), Chalons sur Marne 
(1627), Meaux (1627), Lagny sur 
Marne (1627), Le Ferté sous Jouarre 
(1627), Chateau-Thierry (1627), 
Epernay (1627), Rouen (1624), Ne- 
mours (1640).5 In the Rhone basin, 
boats were established between Lyons 
and Vienne (1665), between Lyons and 
Avignon (1666), and between Lyons 
and Arles (1700).* A line of boats 
was established on the Loire between 
Roanne and Nantes, touching at all the 
leading towns (1679), and a similar 
through service on the Géronne between 
Toulouse and Bordeaux (1660).” 

The boats were required to leave at 
the hour published, whether they had a 
full cargo or not; maximum rates for 
passengers and freight were prescribed. 
Although no technical changes in meth- 
ods were involved, the appearance of 
this type of service marked an impor- 
tant development in the facilities for 
transport. 

Credit facilities were likewise im- 
proved in important respects during the 
seventeenth century, but no central bank 
was established. Except for the ill- 





* Archives Nationales, Paris. H. 1795. Mémoire, 
24 juillet, 1609. 


5 Archives Nationales, Paris. Régistres du Bu- 
reau de la Ville de Paris (Ms). H. 1802, pp. 225, 


330, 350, $35, 550, 553, 555. H. 1804, pp. 290, 307, 
H. 1806, 295. 


* Archives Nationales, Paris, G. 7. 359, Mémoire 
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starred venture of Jean Law and th 
short-lived Caisse d’Escompte (1776. 
1783) no chartered bank was estab, 
lished in France in the eighteenth cep. 
tury. The failure of Law’s bank yp. 
doubtedly delayed the development of 
central banking to the disadvantage of 
all, but it is necessary to avoid misjudg. 
ment of the credit facilities actually fur. 
nished by private individuals. A sub. 
stantial private banking business had 
developed in the commercial towns by 
the middle of the seventeenth century. 
No notes were issued that were com. 
parable to the modern bank note, but 
full use was made of promissory notes 
and bills of exchange. These credit 
operations were facilitated by bill brok- 
ers: a group of intermediaries whose 
functions were essentially modem 
though in many of the cities of the king. 
dom the number of brokers was re 
stricted to the offices created by the 
crown as much as a century before, and 
they thus possessed a monopoly which 
embodied many of the objectionable 
features of medieval institutions. The 
actual business of the brokers, however, 
was essentially modern. 

The private banker is a rather ob- 
scure figure in seventeenth century 
France. The business consisted of mak- 
ing loans on bills of exchange and the 
furnishing of bills of exchange for cash 
or for promissory notes. The latter 
mode of borrowing was firmly et 
trenched in business practice, and, by 
reason of peculiarities in French law, 
presented some special features. Two 
types of promissory note were distin 





pour les entrepreneurs des barquettes d’Avignot, 
1701; d’Herbigny au Contréleur Général, Lyon, § 
mars. 1701; Guyet, 31 janvier, 1703; Mémort, 
janvier, 170}. 

7 Archives Nationales, Paris, G. 7. 359, “## 
8 décembre, 1703; G. 7. 294, Mémoire pour la co 
servation de Péstablissement des Batteaux de Pos't 
de Toulouse a Bordeaux. 
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guished, the simple promise to pay at a 
designated date, and the promise to re- 
pay funds which had been furnished 
4s bills of exchange. This latter type 
of note was enforcible through the con- 
sular jurisdictions by summary proce- 
dure, and in last resort entailed impris- 
onment. Some years prior to the pro- 
mulgation of the code of commerce 
(1673), bankers were drawing all notes 
as if they were given in return for bills 
of exchange. Additional formalities 
were therefore prescribed in the new 
code, requiring that notes given for bills 
of exchange should contain the name of 
the person upon whom the bill was to be 
drawn, the name of the person who fur- 
nished the valuable consideration, and 
the nature of the consideration given. 
The established bankers, however, 
did not draw into their hands all the 
loanable funds. The presence of the 
bill brokers made it possible for indi- 
viduals with idle funds to secure sound 
notes and bills, and thus nobles, off- 
cials, tax collectors, and business men 
were brought directly into the loan mar- 
ket whenever they possessed funds 
upon which there was no immediate 
claim. Thus, despite important diver- 
gences from the credit organization of 
today, there was a modest volume of 
commercial credit. 
_ The money market was less organ- 
ized than at present both in the domes- 
tic and in the foreign field. Centraliza- 
tion of exchange dealing was very 
incompletely carried out on the con- 
tinent. French business was divided be- 
tween many towns. Paris remitted 
through Lyons to Italy, and through 
Marseilles to the Levant. Contacts 
with Germany and the North were com- 
monly established through Amsterdam, 
Antwerp, or Hamburg. Trade contacts 
between English and French towns were 
usually direct. Only the simplest fea- 


tures of the modern organization of 
credit were present. 

The defects of this organization were 
serious. Credit suffered severely from 
the lack of an assured specie standard. 
The coinage of France had frequently 
been subjected to disastrous and delib- 
erate depreciations of standard, and de- 
spite the high administrative ideals of 
Louis XIV he continued the debase- 
ment of the standard coins that had 
long been in progress. From the mid- 
dle of Colbert’s ministry to the close 
of the reign of the Roi Soleil the gold 
content of the livre tournois fell from 
1.93 francs to 1.25 francs. In the years 
that followed, the depreciation contin- 
ued and the intrinsic value of the livre 
fell below 1 franc. Besides these oper- 
ations with the coinage, there were se- 
rious difficulties arising from the issue 
by the government of interest-bearing 
notes that were practically inconvertible 
(1700-1710). 


These disorders of the standard of « 


payments left exchange rates in chaos. 
The nominal par of exchange ceased to 
bear any relation to the rates actually 
charged; specie payments of balances 
were at times entirely out of the ques- 
tion, and exchange was thus regulated 
solely by the commercial balances be- 
tween the various places. 

There was no organized system of 
competitive bidding for commercial 
paper, and in the absence of regular 
quotations there were opportunities for 
usurious prices. At Lyons, rates were 
established by the committee in charge 
of the “fair,” but elsewhere there was 
no authoritative quotation. The estab- 
lishment of the Bourse at Paris in 
1728 overcame some of these deficien- 
cies and enabled the bankers partially to 
dispense with the services of the brok- 
ers. The developments in France thus 
did not keep pace with changes in 
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England, and at the close of the eight- 
eenth century France was still without 
an adequate banking system, though her 
commercial rival had built up a note- 
worthy credit structure in the course of 
the century. 

IV 


Material for a description of the 
business unit and the practices of the 
individual business men is none too 
abundant in Savary’s pages, but if his 
illustrations can be accepted as even 
approximate indications of conditions, 
there is the means of sketching the 
larger outlines of conditions. Retail 
trade was confined to specialty shops, 
in which merchandising was at times 
combined with more or less craft work. 
The average size of the establishment 
varied, then, as now, in proportion to 
the value of the goods—the trade in 
silks and cloth of gold stood at the top 
of the textile trades because the goods 
were the most valuable. Savary’s per- 
sonal experience was largely confined to 
wholesaling in this branch of trade, so 
that many of his illustrations have 
to do with this branch, but there are va- 
rious references which establish some 
comparisons. 

All accounts in France were kept in 
terms of the livre tournois, a money of 
account which was then rated at 10 
livres per pound sterling, or 2 livres per 
dollar. This, however, is only the direct 
specie equivalence and should hardly 
be used in attempting to form an im- 
pression of the size of the business unit. 
Proportions are perhaps more indica- 
tive than absolute figures. In articles 
of partnership given as models, 1,200 
livres was set down as the limit of per- 
sonal living expenses for an unmarried 
partner and 2,400 livres for a married 
partner, both in the retail trade. In the 
wholesale trade 2,000 to 3,000 livres 


was allowed. In the accounts of a bank. 
rupt given as an illustration of extrays 
gant expenditure, his personal expenses 
were set down as 6,540 livres per year, 
The average price of wheat in Paris, 
1670-1679, was equivalent to 3.68 livres 
per English bushel. The Purchasing 
power of the two currencies would thys 
be close to the nominal equivalence of 
the currencies in terms of present prices 
of wheat in the United States. The stand. 
ards of living suggested would indicate 
however, that the general purchasing 
power of the livre was somewhat great. 
er than the nominal equivalence. It js 
probably safe to assume that the livre 
was equivalent in purchasing power dur. 
ing the earlier years of Louis XIV to 
50 or 75 cents of present American 
money. Relative values cannot wisely 
be expressed with greater precision. 
Savary twice speaks of having known 
of a wholesale house in the silk trade 
that did a business of 400,000 to 500; 
000 livres per year, but such a volume 
of trade was apparently exceptional. 
Model articles of partnership give fig. 
ures of 100,000 livres as the capital of 
the establishment; 120,000 livres is 
given as the capital in respect to a part 
nership between a wholesale dealer and 
a “manufacturer.”” Unfortunately, there 
is absolutely no material from which one 
can form an estimate of the rate of 
turnover, and consequently these figures 
for capitalization leave us very much 
in the dark. Savary held that one 
third of the stock might be purchased 
on credit, and with allowance for the 
cost of the premises there would be 
some rough approximation between the 
amount of capital and the amount of 
stock. His specirnen accounts assume 
such a relation. ‘The rate of turnover 
is thus crucial. It is evident that the 
turnover was slow as compared with 
modern standards—two or three stock 
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capital is said to be too little. A speci- 
men inventory gives 25,000 livres as 
capital and 25,687 livres as stock; speci- 
men articles of partnership give a cap- 
ital of 30,000 livres. Assuming a turn- 
over of 2-3 times, the annual sales in the 
retail trade would amount to something 
between 50,000 and 100,000 livres. _A 
smaller business could hardly have 
maintained two married partners, and 


merica an extra hand or two as apprentice, or prietor or partners and the accounts of 
_ Misely clerk. the enterprise. Stevin, a Dutch writer, 
“ws The only detailed illustrations for an- urged as early as 1608 the taking of an 
known other trade appear in specimen articles inventory and the drawing up of a bal- 
k trade of partnership for the wine trade at ance each year, but this was regarded 
oy Saumur. The capital in that enterprise as a counsel of perfection and was an 
volume was set at 15,000 livres. infrequent practice. The French code 
ptional. The business unit corresponded pretty of 1673 became under Savary’s in- 
ive fig closely to the smaller units of the pres- fluence an important means of general- 
ital of ent time, both in volume and in methods. izing this practice. The code required 
sande: The proprietor or partners were in per- all merchants to keep books under the 
a part. sonal attendance continuously; and any pain of being declared fraudulent bank- 
ler and enterprise that required much travel or rupts, if at the time of failure a com- - 
j, there constant dealing in a distant town in- plete set of books were not forthcom- 
ich "J volved commonly a division of the work ing. The books to be kept were care- 
‘ate 0 between the partners, one in one place fully described, and certain of them 
~" and one in the other, or one resident were to be signed by court officials to 
Docs and one traveling. The interest of the attest their authenticity. An inventory 
er situation in the seventeenth century lies was to be taken by all merchants within 
ae in the clear indication of attempts to six months of the publication of the 
ald be mq up methods based on careful rec- code, and every two years thereafter. 
og ords and to make the business less de- In the treatise, Savary explained the 
a pendent upon the mere memory of the value of these requirements with great 
ail a 00 or partners. Double-entry care, and in respect to the inventory 
all ff pp began in Italy early in the urged that it be taken each year. The 
a h pes century, and Italian methods pressure of the code in France and the 
+ with . spread quickly to other continental vogue of Savary’s treatise in other coun- 
pos “amager but the books kept in accor- tries contributed much toward the im- 
ance with the classical traditions of provement of business practice. Grad- 
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Italy furnished only a very inadequate 
record of the business as a distinct ac- 
counting unit. The Italians laid down 
the essential principles, but much was 
still to be developed in practice. 

The changes most necessary to give 
a truly modern appearance to the ac- 
counts were the general introduction of 
the annual balance sheet for the enter- 
prise, and the periodic merchandise in- 
ventory that was a necessary prelimi- 
nary to such a balance. In the early 
period books were never balanced until 
the end of the book was reached, what- 
ever the interval of time involved. Mer- 
chandise inventories were rarely taken, 
and there was never any separation be- 
tween the household accounts of the pro- 
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ual improvement was also necessitated 
by the increase in volume of business 
and the inevitable reliance upon various 
forms of partnership, which created 
new needs of accounting. 

Savary describes in detail the books 
desirable for retailers and for whole- 
salers. Retailers were urged to keep 
nine books. (1) The book of purchases, 
in which was written up daily the mer- 
chandise purchased. Entries should not 
be made until the yardage of goods had 
been checked and any necessary adjust- 
ments made. This book was required 
to be attested by judicial signature. (2) 
A double-entry account of the transac- 
tions recorded in the book of purchases. 
(3) A journal, recording all goods sold 
on credit. This should bear judicial at- 
testation. (4) A book recording the 
credit sales in double entry. (5) A book 
of sales, including both goods sold for 
cash and cash received from debtors. 
(6) An expense account, including both 
money spent in connection with the busi- 
ness and the total sums withdrawn for 
personal use. (7) A book kept in 
double entry, based upon the two pre- 
ceding books: the cash receipts and the 
expenses. (8) The stock book, an ac- 
count kept in double entry of the goods 
purchased, and of the amount sold. In 
the cloth trade, the length of each piece 
was entered on one side of the book, 
while on the other side were kept the 
date when the piece was first cut, the 
price, and the length sold. Finally, the 
last sale from the piece, date, price, and 
length sold. Intermediate transactions 
were not given in this account, but kept 
on the wrapper or on a tag attached to 
each piece. By careful personal atten- 
tion to the stock book and the records 
on the pieces of goods the merchant 
could detect theft so promptly that the 
clerks would not dare incur the risks. 
Finally, (9) there should be a small 


book called the Carnet (Memorandum) 
containing a list of all debts of the firm 
to merchants, workmen, and others, ar. 
ranged in accordance with the days 
when these obligations fell due. 

The books of the wholesaler are not 
described in such great detail as the set 
of retail books. There should be a jour. 
nal as book of original entry for all the 
affairs of the enterprise, and a ledger 
for the double-entry account. Prior to 
the code of 1673, it was customary for 
partners to keep a “‘secret”’ book record. 
ing the capital account of the partner. 
ship, but Savary felt that the code ren. 
dered this useless by requiring that all 
the affairs be recorded in a single book. 
The wholesalers were required to pre. 
serve all letters addressed to them, and 
copies of all letters sent. A stock book 
was also necessary, and a Carnet, both 
of these being identical in form and pur. 
pose with the similar retail books. If 
the wholesale merchant did any “bank- 
ing’’ business, it would be essential to 
keep a separate record of all bills of 
exchange drawn by him or by his part: 
ner, and a book of bills accepted with 
appropriate details in each case. If the 
wholesaler had manufacturing done 
under his direct control, additional 
books would be required, which are 
mentioned by name, but not described 
sufficiently to reveal the system of a- 
counts proposed. 

Some important changes in the forms 
of business organization were taking 
place. The legal and social obstacles 
that had long excluded the nobility from 
any participation in trade were removed 
by royal ordinances. Explicit permis 
sion was given all members of noble 
families to engage in wholesale com- 
merce, and in a number of instances pat: 
ents of nobility were granted to whole- 
sale merchants and to persons engage 
in the establishment of new manufa- 
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tures. For the most part, however, the 
nobility had no desire to participate ac- 
tively in the direction of business, so 
that the common arrangement was the 
formation of a partnership in which 
funds were invested by some nobleman 
‘1 an enterprise whose actual conduct 
was in the hands of a business man of 
experience. The limited partnership 
(société en commandite) was best 
adapted to this purpose and came into 
much more extended use than had for- 
merly been the case. Persons other 
than merchants, in fact, enjoyed a spe- 
cial degree of limitation of liability in 
these investments, because the registra- 
tion that was compulsory among mer- 
chants was not required in the cases of 
nobles. The participation of the no- 
bility in the wholesale trade was thus 
almost completely withdrawn from the 
scrutiny of the commercial courts, in 
practice exempting such investors from 
all liability even in case of bankruptcy 
unless the silent partner voluntarily de- 
clared himself. 

In Savary’s time the société anonyme 
was used primarily for particular trans- 
actions between merchants. The early 
charters to the great trading companies 
at first made no special attempt to har- 
monize the new device with current 
legal tradition, but as the features of 
the joint-stock company emerged more 
clearly their legal aspects were gradual- 
ly interpreted in accordance with the 
general principles of the law of partner- 
ship. These developments, however, 
came in the eighteenth century. 


V 


_ Although there was little discussion 
in Savary’s time of the problems of busi- 
ness administration that now engage 
the best efforts of business men, these 
problems were not ignored. They were 
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present, however, on such a small scale 
that little more than. the judgment of 
principle was involved. It has already 
been noted that Savary’s accounts would 
nowhere reveal an actual rate of turn- 
over, but the problem of the stock-turn 
is clearly recognized. ‘Higher quality 
of judgment,” he says, “is shown by the 
losses that are accepted, than by the 
gains that are made. No great quali- 
ties are required when it is a matter of 
selling for 11 livres goods that cost only 
10; but when one decides to sell them 
for 9 livres, the courage and judgment 
of the merchant are shown.” Goods that 
are passing out of style must needs be 
sold promptly, even at a loss, if larger 
losses are to be avoided. These losses 
are naturally offset by the relatively 
high prices charged for novelties at the 
height of the fashion. Defective goods 
and remainders must be sold promptly 
at any sacrifice that may be necessary. 
Such merchandise merely becomes more 
and more defective with age, and is 
finally unsalable at any price. These 
goods, if kept, become dead funds. “At 
times, it is desirable to sell without 
profit,” says Savary, “because of the 
necessity of obtaining liquid funds for 
the payment of outstanding obligations. 
It is better to sell at some sacrifice than 
to pay excessive rates of interest for 
accommodation.” Finally there are cer- 
tain personal considerations that must 
be recognized: the old customer that re- 
fuses obstinately to give the full price 
can best be humored even at a slight 
loss; the prospective purchasers of a 
trousseau or mourning costume may like- 
wise be induced to make all their pur- 
chases at the given shop by astute 
concessions on particular goods at the 
critical juncture in the negotiation. 
The credit problem depended very 
largely upon personal knowledge ac- 
quired by experience, though many ele- 
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ments of principle appear. In this con- particular individuals regardless 4; 

nection Savary reminds the young mer- their capacities of payment. Care should 

chant, who is presumed as a reader, be taken in the collection of debts, anj 

that nothing can serve him but an ac- no accounts should be allowed to run 

curate knowledge of the “beau monde” for more than a year at a time. The 

secured during the years of apprentice- discussion of this last problem indicates 

ship. The merchant must avoid selling clearly that the periods of settlemen; 

to those who have consumed their her. were much longer than is now custom. | 
itage and accumulated a hopeless bur- ary. Many accounts commonly ran for 

den of debt. The business of such more than a year, and until the publi. 
people is easy to obtain, but of no value. cation of the new code three years were a 


Nor is it wise to sell large quantities to allowed before a debt was outlawed _— 
‘ tire cé 
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cept at such infrequent times as a funda- 5. Service 


mental change of organization is advis- (a) Delivery 
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what ambiguous because of the 

multiple definitions with which 
‘t has become identified. Sometimes the 
term organization is applied to an en- 
tire corporate activity; other times it is 
used as a term of reference to the per- 
sonnel of an institution, The dictionary 
defines organization as “parts of a 
whole that are brought into systematic 
relation.” Such a definition will serve 
with but little change. An industrial 
organization is not the entire personnel, 
but rather the relationship between the 
individual members of the personnel. 
But, after all, the relationship between 
the members of a personnel is created 
for a purpose; moreover, in an indus- 
trial unit, it is the function of the indi- 
vidual which is essential. Therefore, 
industrial organization can be com- 
pletely defined as being that relationship 
which exists between the functions of 
the personnel in order to effect the pur- 
poses of the particular business institu- 
tion involved. 
It is important to discover the rea- 
sons for a particular form of organiza- 
tion; because as the reasons change so 
the organization should change if effec- 
tiveness is to be maintained. Personnel 
isa stream, the content of which is 
always changing. A corporation in 10 
or more years—and certainly within a 
generation—changes its executive and 
labor forces to a significant degree. The 
form of organization which was devel- 
oped for the reason that the founder 
had certain qualities may, if his succes- 
sor has different qualities, become un- 


= word “organization” is some- 

































DEPARTMENT-STORE ORGANIZATION 


Fach department is more or less of a 
compartment.” 
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THE LOGIC OF 
DEPARTMENT-STORE ORGANIZATION 


By PAUL M. MAZUR 


suited vo the qualities and abilities of the 
new head. 

In a young business it is not essential 
to study the logic of organization. Trial 
and error and the test of survival will 
allow only those businesses to survive 
which are fundamentally correct in op- 
erating effectiveness and therefore have 
that form of organization which is use- 
ful to the heads of the business. And 
if health and life could be eternal, there 
would be no fears for the successful 
so-called one-man company or that suc- 
cessfully operated by a man who re- 
gards methods as red tape and prefers 
to keep his information “under his hat.” 

But the established business that de- 
sires to maintain its success over an in- 
definite period, and in spite of changing 
content of personnel, should discover 
the logic upon which a proper organiza- 
tion should be built. 

The established business cannot af- 
ford the risk of trial and error for each 
of its main executives. The business 
represents too much invested capital. 
The earning power must be guaranteed 
so far as is possible. The organization 
cannot continually adjust itself to 
changes of personnel. Any individual 
—no matter how important—who 
comes into the organization from time 
to time represents only a small percent- 
age of the entire personnel. Readjust- 
ments of functions and responsibilities 
are hazardous and take time to work 
out effectively. The organization of an 
established business develops inertia 
with age, and the new individual must 
adjust himself to the organization ex- 
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cept at such infrequent times as a funda- 
mental change of organization is advis- 
able. 

To limit the necessity of these funda- 
mental and expensive changes, it is nec- 
essary to build a form of organization 
for which there can be found with a fair 
degree of facility those individuals 
who are necessary for its effective op- 
eration. Nor can the organization be 
built upon the assumption that perfect 
individuals will be available. The 
structure must be built to get the most 
effective result from a given personnel, 
and increasing results from an improv- 
ing group of individuals. 

As the fundamental purpose of or- 
ganization is the continued success of 
a business institution, the determination 
of the form of organization should be 
based upon a careful study of the opera- 
tions of the business. Those who have 
developed so-called systems of organi- 
zation sometimes run the danger of -de- 
veloping organization formulas which, 
like a panacea, are applied to any busi- 
ness institution to cure all ills. Such a 
procedure is apt to put the cart before 
the horse. Organization is a method, 
not an end, and should be molded to 
the needs and functions of the business. 


Functions and Organization of a 
Department Store 


The function of a department store 
is to buy and sell wanted merchandise 
at a profit. To do this the personnel of 
the department store performs the fol- 
lowing activities: 

1. Merchandise Control 


(a) Planning of stocks 
(6) Control of stocks 
2. Buying 
3. Selling 
4. Publicity 
(a) Advertising 
(6) Display 
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5. Service 

(a) Delivery 

(b) Receiving 

(c) Rest-rooms 

(d) Information, and so on 
6. Maintenance 

(a) Care of building 

(6) Heating 
7. Controlling 

(a) Accounting 

(6) Expense control 

(c) Statistics 

(d) General merchandise control 
8. Personnel 

(a) Employment 

(b) Education 


Ordinarily these activities! are con- 
centrated into four main divisions as 
follows: 


1. Merchandising Division, responsible for 
(a) Planning of stocks 
(6) Control of stocks 
(c) Buying 
(d) Planning of events 
(e) Selling 
2. Publicity or Sales Division, responsible 
for 
(a) Advertising 
(6) Display 
3. Store Management Division, responsible 
for 
(a) Personnel 
(b) Selling force 
(c) Service 
(d) Maintenance 
4. Controlling Division, responsible for 
(a) Accounting 
(b) Expense control 
(c) Statistics 
(d) General merchandise control 
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DEPARTMENT-STORE ORGANIZATION 


Fach department is more or less of a 
compartment.” 

In the department store, this com- 
partmentizing does not exist. In the 
proper buying and selling of merchan- 
dise, each of the four divisions plays 
, constant and important role. 

The work of the four departments 
s so interrelated that any one of the 
divisional heads can encroach upon the 
functions of the others, to the point of 
becoming the predominating influence 
of the business. In many companies the 
merchandise division holds the predomi- 
nating position. This is natural as the 
activity of merchandising is the oldest. 
The peddler was a buyer and seller, 
and as he developed into a store-keeper, 
he maintained in his own hands the 
dual responsibility. Store maintenance 
consisted of dusting and sweeping. 
Crude records were added when neces- 
sary; and finally advertising began to 
play a part. As the departmental 
growth took place, and it became neces- 
sary to employ buyers, the point of view 
of each department head or buyer was 
the same as that of a single shop- 
keeper. The department store became 
a combination of shop-keepers. Gradu- 
ally it became clear that the advertising, 
recording, and superintending activities 
could be best handled for the whole 
store by specialists. But these men re- 
mained service aids to the chief and 
oldest function—merchandising. 

In some instances the head of the 
business was primarily a publicity man 
and not a merchant in the old sense. 
He made his message to the public con- 
vincing and appealing. Then, having 
set a standard, he fulfilled his promise 


‘through his own endeavors or those of 


his assistants. And so there are depart- 
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particularly true of the designing, pur- 
"g, manufacturing, and selling departments. 
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ment stores in which the selling point of 
view is the predominating one. 

The acceptance of the controlling 
function as an importanc activity is of 
recent date. The controller is making 
rapid progress. Already there are evi- 
dences of his growing pains. One hears 
of the encroachment of the controller 
upon the other divisions of the business. 
He is not encroaching, for the most 
part, he is only following the path of 
his proper development as a factor of 
importance in the retail business. For 
the controller in a retail organization 
fulfils a function more dynamic, more a 
part of the operating success of the 
company than is true of almost any 
other industry. His work is not a mat- 
ter of post-mortem analysis. The scenes 
change so rapidly, that his methods of 
control must be anticipatory and sufh- 
ciently flexible to make possible constant 
correction and day-to-day protection. In 
a few stores the controller has already 
become the predominating influence. 

In very few instances the store man- 
ager is the outstanding executive in the 
business. That his influence has grown 
in recent years is unquestioned. Pri- 
marily through the growing importance 
of personnel work which ordinarily is a 
responsibility of the store manager’s 
division, this department has become 
an increasingly important factor in the 
operation of the department store. 

The fact that any one of the four 
divisional heads can become the guiding 
influence is an element of tremendous 
strength and may explain in part the 
outstanding stability of department 
stores. Whether or not it has been a 
factor in the past, the apparent and real 
improvement in the type of men filling 
the divisional managerships is bound 
to increase the future effectiveness of 
the retail business. There are thus four 
men whose activities ramify through 
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almost the entire operation of the busi- 
ness. Any one of the four who has 
strength and ability will pick up the 
slack of unfulfilled responsibility left 
by any or all of the others. If the busi- 
ness is to deteriorate all four must be 
weak, for any one can gather the lines 
of control. If all four be strong, then 
each major operation becomes protected 
by four points of view. If the four di- 
visions are maintained on a coordinate 
basis, the supervisory control is con- 
cerned only with policies, constructive 
vision, and _ coordination. Routine 
checking is automatically furnished by 
the friendly conflict between the re- 
sponsibilities of the four divisional 
heads. Such a parallelogram of or- 
ganization support represents a founda- 
tion of strength that the department 
store itself is only beginning to appre- 
ciate. 


Analysis of Major Divisions 


The extent to which the activities of 
each of the four divisions ramify 
through the business structure, the pos- 
sibility of conflict, and the existence of 
four different points of view on each 
major problem become clearer if the 
responsibilities of each division are de- 
scribed by the manager himself. The 
following statements are typical of the 
points of view which are held by men 
who fill the divisional managerships: 


THE MERCHANDISE MANAGER SPEAKS: 


It is the responsibility of the merchandise 
division to provide for the consumer merchan- 
dise of the right style and quality, in proper 
quantities, at the right price, and at the right 
time. 

To do this effectively it is necessary to 
search the markets of the world with an inti- 
mate knowledge of the consumers’ needs. 

Styles are created in the resource markets. 
New styles anticipate consumers’ demands; 
they even create demand. Special values are 
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found by constant contact with 
markets. 

Advertising is a mews service for the mer 
chandise obtained from style authorities, |; 
should acquaint the public with the interestin 
things which we have—either in the way f 
newness of styles or special values. The mer. 
chandise division knows values and style, |; 
should direct the advertising in the presenta- 
tion of its selling appeal—in the planning of 
special events. 

The sales force represents the front-line Op 
erators, Its members come in contact with 
the consumers. Salespeople are sources of in. 
formation for the buyer. They should bk 
trained and directed by the merchandise organ. 
ization. The reasons for making a purchase 
are often the selling arguments to be advanced 
to the prospective customer. Effective buying 
and selling are dependent upon the ability of 
the merchandise division to direct the sales 
force. 

In order for the merchandise manager to 
check the quality of the buying organization, 
the comparison office which checks the value 
of merchandise shown by competitors should 
be under the jurisdiction of the merchandise 
manager. 

The determination of proper quantities de- 
pends upon an intimate knowledge of con- 
sumer needs and manufacturers’ offerings. 
Records are necessary, but conditions change 
so rapidly that past results can be used only 
as a guide. Quantities should be determined 
on the basis of the judgment of the members 
of the merchandise division. 

Price levels * at which the assortment of 
stock should be concentrated depend upon cus- 
tomers’ demands and market offerings. Styles 
affect the price levels in demand. People buy 
constant quality, not fixed price. Only if gem 
eral price levels and styles do not change are 
past records valuable. Current information 
more important than previous years’ records. 
In any event, although records are helpful, 
they should be used only as a guide for the 
judgment of the buyers. 


the Tesource 


Tue Pusuicrry MANAGER ASSERTS: 


It is the responsibility of the publicity d: 
vision to present the store and the _— 
dise to the consumer in such a way as to bui 





® The grade of store is determined by the on 
at which the merchandise stocks are concentrate® 
These are called price groups, levels, or lines 
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ood-will and bring shoppers into the store to 


buy. 

To do this, it is necessary to know: 

1. Who the customers are—so far as 
is possible ; : 

>. In what they are interested ; 

2, The language or presentation which 
will be of interest to them and create 
within them the desire to buy in our 


shop. 

The publicity division, knowing what is of 
interest to the consumer, should plan events, 
and require the merchandise organization to 
search the resource markets for the merchan- 
dise which will satisfy those events. The re- 
tail store gathers the merchandise from the 
markets of the world for the consumer. It 
should be the representative of the consumer 
in every market. It should never impose upon 
the consumer the offerings of the manufac- 
turer. Resource markets should always be 
made to satisfy consumer needs. The public- 
ity department should not impose the mistakes 
of the buyers upon the consumer. ‘To do so 
will destroy good-will. 

The publicity division should indicate not 
only the general type of merchandise which 
will be of interest, but also the price levels. 
Price levels establish the status of the store 
through the determination of the economic 
class of consumers to whom the merchandise 
will be of interest. It is not a question of 
price levels in the resource markets or of gen- 
eral commodity index figures. It is entirely 
a question of price levels demanded by the 
customers whose patronage is desired. The 
publicity division, dealing entirely with the 
consumer, is in the best position to determine 
the price levels at which the merchandise 
should be concentrated. 

Through advertising, the publicity manager 
makes promises to the public. He promises 
new styles, large assortments, proper quality, 
good values, efficient service. Therefore, it 
should be his responsibility to see that these 
promises are fulfilled. 

_And that responsibility goes beyond adver- 
tised merchandise. The good-will of the store 
and the pulling power of the publicity can 
be destroyed by unadvertised merchandise 
which does not fulfil the general promises of 
value, service, and style which are made in 
the advertisements. Therefore, in order to 
check the fulfilment of the promises made to 
the public, the shopping office whose function 
it is to check merchandise against that of com- 
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petitors’ should be under the jurisdiction of 
the publicity manager. 

Knowing the consumer, the publicity di- 
vision can estimate quantities of merchandise 
which can be absorbed. It is not a question of 
how much is available in the markets; for 
often availability in the market results from 
lack of consumer demand. Nor is it a question 
of previous records; conditions and demands 
change and the experience of last year may 
be absolutely no guide to what can be done 
this year. To use last year’s figures as a basis 
of determining stocks and assortments may 
mean starving a stock which is in great de- 
mand, and overestimating a stock which can 
be moved only by sacrifices and expensive pres- 
sure. The publicity division should use rec- 
ords and market information, but the proper 
analysis of consumers’ needs should determine 
judgment. 


Tue Store MANAGER PRESENTS His Point 
oF VIEW: 


It is the responsibility of the store man- 
ager’s division to give proper service to the 
consumer, 

Proper service means intelligent selling; 
and this in turn depends upon the wise selec- 
tion, effective education, and careful supervi- 
sion of the selling force. Good service also 
means complete stocks, good quality, a clean 
and comfortable store, and efficient delivery. 

The store management division, through its 
service representatives and its close relation- 
ship with the sales force, is in a position to 
know best what shoppers want. The store 
management division has no divided interest. 
It is always a part of the selling service. Un- 
like the merchandise division whose buyers 
must of necessity spend a great deal of time in 
the resource markets, the service representa- 
tives of the store are always in the selling de- 
partments in constant touch with the con- 
sumer and the sales force. Unlike the pub- 
licity division whose responsibility it is to make 
up effective selling copy and whose activity is 
primarily one of supplying the public with 
merchandise news, the store manager’s division 
is concerned with the selling service involved 
in each transaction. 

It is admitted that the service of the store 
depends upon the satisfaction of consumers’ 
needs and desires. Through jurisdiction over 
the sales force, the store manager’s division is 
in a position to supply the merchandise di- 
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vision with requisitions indicating consumers’ 
demands. 

There is a temptation on the part of the 
buyer to discourage salespeople from indicat- 
ing consumer desires, not satisfied with the 
stock on hand.* ‘Too often such indications 
of incomplete stocks are taken as evidences of 
reflection upon buying skill. Buyers naturally 
put pressure upon the sales force to sell what 
is in stock. 

Even if there were proof that the stock 
checked up satisfactorily with that of com- 
petitors, and even if the advertised merchan- 
dise fulfilled the promises made to the public 
—there would still be the most important ele- 
ment of selling the right merchandise to the 
right customer. Protection of proper service 
to the consumer can be insured only by the 
store division whose point of view is entirely 
that of service—unhampered by the necessity 
of getting rid of merchandise for which it 
was responsible—and whose organization is 
sufficiently complete to make a check possible. 

Through its knowledge of the consumer 
gained at first-hand, the store manager’s di- 
vision is in a position to tell the publicity and 
merchandise divisions what the consumer is 
interested in and therefore the kinds of events 
which will have pulling power. 

Quantities and prices should be estimated 
from a knowledge of consumer demand and 
the store manager’s division is in a position 
to obtain that knowledge at first-hand. 

Service is the important function of the re- 
tail business. 

The promises of service made by the pub- 
licity division must be fulfilled by the store 
manager, Therefore, he should set the stand- 
ards which are announced as promises. 


THE CONTROLLER Says, IN Descrisinc His 
ATTITUDE: 


It is the function of the controller to record 
the financial transactions and to control the 
expenditure of funds. It is assumed that the 
controller’s division is responsible for all ac- 
counting required by the business. But its 
responsibility and function should go further. 

Figures are the only common denominator 
of the retail business. Resource markets, 





* Most stores require salespeople to make out a 
“call slip” for merchandise requested by consumers, 
and not available in stock. The proper operation 
of the call-slip system is difficult to maintain. 
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style factors, buying technique, selling 
vary for each of the multiple kinds of mer- 
chandise carried in the department store. The 
only factors common to all are quantities and 
volume of dollars. 

Merchandising, in so far as it involves ele- price 
ments other than style, quality, and value. is shoul 
a matter of statistics. Quantities and stocks dise 1 
in relation to sales should be matters of sta- 
tistical control, 

The average buyer does not combine sta. 
tistical knowledge with the technique of buy- 
ing. Therefore that portion of the merchap. 
dise division’s responsibility, which has to dp 
with quantities, price levels, relation of stock 
to sales, belongs properly in the controller's 
department—allowing the merchandise depart. 
ment to specialize in the finding and develop- 
ment of resources, the selection of proper style 
and quality, and the obtaining of the most 
advantageous price. 

The retail business deals in mass, It has 
inertia. The past is a definite indication of. 
the future, for mass always moves slowly. 

Last year’s figures, corrected for present 
general economic tendencies, become the basis 
of this year’s plans. Stocks should always be 
controlled in their relationship to sales. Plans 
must be constantly corrected as future esti- 
mates are converted into past accomplishment. 

The enthusiasm of the resource markets or 
the optimism of the store manager and the 
publicity department are valuable assets in 
creating selling spirit and effective advertis- 
ing, but they form dangerous premises upon 
which to invest large sums of money in either 
inventory or expense. The history of the 
business is the best available index of the fu- 
ture. When enthusiasm and optimism begin 
to be converted into history, they become rea- 
sonably safe as a basis of action. 

It is the controller who is able to interpret 
history and to project its indications into the 
future. It is the controller's division, there- 
fore, which should set financial limits for mer- 
chandise investment and operating expense. 

Price levels represent the character of the 
business. That character has been built over 
a period of years. The clientele obviously 
does not change each year. It should change 
slowly and only for good reasons. Price levels 
are not matters of variation in the resource 
markets’ offerings, or in the apparent popu: 
larity of some outstanding styles. Price levels 
are created in the family budgets and they are 
recorded in the store’s statistics. They may 
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be modified by changing general conditions have to be limited and coordinated. It 
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—_ price levels of customers’ demands and he or more strong men, the battle will be 
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value, js shou d : 3 ed 
d stocks dice inventories should be concentrated. question of the value of maintaining a 


As controller, he is finally interested in the . % 
net ae of the business. He should set limits degree of equality between the four di 


ine sta- for initial mark-up, mark-downs, and expen- visional heads. Af there is value in the 
of buy. jitures, All policies which involve expendi- four points of view and in the insurance 
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— — peg ne ae protection of the four divisions, each 
bade of which has so much to contribute. 
er style There are stores which have devel- 
1€ most oped the coordinated type of organiza- 
tion. The degree of development varies 
tremendously, and in some instances the 


+ of sta. 


Undoubtedly the claims of some if 
not all of the divisions will be subject 
to the challenge of the practical retailer. 
It has Some of the arguments used by each 


= * division head may be invalid. By and  ¢oordination is more a matter of form 


present large, however, there is a great deal than fact. Obviously the organization 
be haste of justice in the claims advanced. To is composed of human beings; and the 
ways be one who is accustomed to the operation making of a splendid organization chart 
oor of an organization in which one of the showing four coordinate divisions does 
re esti: ot diatstani’ : : “ee 
oe four _ on the fener not insure coordination. The conver- 
kets or ing influence, or perhaps to one WhO IS _ sion of that chart into fact requires the 
nd the concerned with the activity of one of right type of men, carefully worked out 
sets in the divisions, the claims of the other operating procedure, and supervision. 
vert three may sound like sophistry. How- fFéectiye coordination depends upon the 
eae ever, in the department-store field there establishment of lines of responsibility 
of the are institutions in each of which a dif- which will work, and, therefore, which 
ha de ferent division of the business exerts jake into account the psychology of men 
“oe the major influence. en and women. Moreover, if coordina- 
1é rea- In any one business, it is obviously tion is to be obtained, it is necessary 
ia impossible to allow all of the divisions hat the operating procedure of the busi- 
to the to develop to the point of control. ness be established in such a way as to 
there- Growth in the strength of the four di- make the predetermined organization 
r mer- visions 1s inevitable as technique and  felationships matters of daily proce- 
f the experience are accumulated and as dure. The work of the various indi- 
rover stronger and stronger men become di- yiduals must be such as to make the 
iously visional managers. What will happen coordination a part of their responsibili- 
hange if each of the individual heads of the ties and not apart from them—visible 
00 department stores tries to develop his only in the chart that hangs in the gen- 
popu- division to a point of complete realiza- eral manager's office. 
levels tion of its possibilities and influence? To say that there is one right form 
y are Obviously to avoid conflict and chaos, of organization for the retail business 
maj © tunctions of the four divisions will is to deny the successful operation of 
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scores of department stores whose 
forms of organization vary funda- 
mentally. So long as the principles 
which the general manager feels are 
essential are not destroyed, the organi- 
zation must be allowed to seek its nat- 
ural level. And any organization which 
is not sufficiently flexible to allow for 
adjustments due to differences in men 
will creak and groan under the strain. 
It is quite right, however, to say that 
there is one right way to organize, and 
that is to create responsibilities and rela- 
tionships which will make the most ef- 
fective use of the existing personnel in 
the accomplishment of the end sought. 


General Manager 


The chief responsibilities of the gen- 
eral manager are: 

1. The determination of the policies 
of operation to obtain the desired end; 

2. The determination of the general 
method of operation; 

3. The determination of the form of 
organization to make the best use of 
the existing personnel ; 

4. The direction and inspiration of 
the personnel. 

Undoubtedly the general manager 
often performs other activities. When 
he does, he is performing a function 
other than that of the general manager 
—and subject to allocation to some one 
of the four divisions into which the 
business can be divided. In performing 
the dual réle of general manager and 
division manager, he probably estab- 
lishes that division as the dominant one, 
and prejudices the possibility of real co- 
ordination. This is not necessarily 
harmful, but must be recognized as a 
condition in determining the desired 
form of organization. 

In other cases the problem is compli- 
cated by the fact that the authority of 
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general manager is delegated to several 
coordinate members of the firm. Again 
this is a condition, not a theory, and 
must be taken into account.® 
It is no small responsibility of the 
general manager to determine whi 
form of organization will bring to his 
business the greatest results. It is the 
general manager’s function to deter. 
mine whether he wants an organization 
in which: 
1. The divisions will have a coordi. 
nate relationship; 
2. One division will be supreme or 
at least predominating; 
3. Natural evolution due to the abil- 
ity of his executives will determine the 
relationship between the divisions. 
Such a decision requires careful con- 
sideration by the general manager. His 
final judgment will depend upon his own 
inclinations, experience, and ability. Or. 
ganization is, after all, a tool for his 
use, and should be fitted to his needs. 
However, his own inclinations will be 
influenced by the following: 
1. Opinion as to which division has 
the best claim to supremacy, or whether 
the four should be coordinate; 
2. The availability of human mate- 
rial, either within or without his or- 
ganization; 
3. The extent to which the general 
principles of organization can be ap 
plied to his own business. 
The opinion as to which division 
should be the predominant one will de- 
pend upon the interpretation of the 
function of retailing. If the consumer 
is thought to be the source of informa- 
tion for the buying and selling oper 
tions, then either the publicity division 





5 This indicates why knowledge of the job and 
of the men are such primary requisites to the cre- 
ation of an organization; and also why one nage 
lary plan of organization cannot be applied to # 
business institutions with any degree of success 
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or store-manager’s division will control. 
If it is felt that the resource markets 
and style centers create demand and 
consumers follow, then surely the mer- 
chandise will be the chief unit. If his- 
cory seems to be the basis of operation, 
chen the controller will be the chief unit. 
And if all these are fundamentally 
necessary to effective operation—then 
there should be an organization of co- 
ordinate divisions. 

The availability of human material 
is not subject to categorical analysis. 
Judgment, education, development, and 
inspiration are so important that there 
is no way of knowing other than 
through common sense and close con- 
tact what any man is capable of doing. 
Rating systems must finally be nothing 
more than notes for the benefit of an 
individual in judging another individual. 

The application of the general prin- 
ciples of organization to a particular 
business is subject to critical analysis 
and definite conclusions. A full discus- 
sion, however, involves not only a re- 
view of the contributions made by those 
who stand as organization experts, but 
also a minute analysis of the points con- 
cerning which fundamental differences 
exist. Because of limited space, it is 
necessary to take much for granted, and 
emphasize merely the necessity of apply- 
ing those general principles which are 
useful to the business. 


General Principles of Organization 


It is possible to define several general 
principles of organization which either 
are axiomatic or have become accepted 
through common usage. 

lhese general principles are six in 


a 


*See Taylor's Shop Management for discussion 
of the functional type of organization, and Emer- 
“a ’ Twelve Principles of Efficiency for analysis of 
ine-and-staff type of organization. 
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number and are described as follows: 

1. Fitness to the job. The organ- 
ization should be built to accomplish the 
function of the business. 

2. Fitness to the individuals. The 
organization should be built to make 
it possible for the human material con- 
cerned to fulfil the function of the busi- 
ness. 

3. Each executive and each depart- 
ment should have a complete circle of 
responsibility. Functions should be per- 
formed in such a way that responsibility 
for their completion and quality can be 
assigned to one department or even one 
individual. 

4. Up to the limits imposed by the 
requirement of a sense of responsibility, 
each department and each individual 
should specialize in a particular func- 
tion. 

5. As far as possible, judicial deci- 
sions of any importance should not be 
made by one department head. Minds 
which can make adequate compromises 
from two or more important points are 
rare. Single points of view are easier 
to find and develop. Compromises 
should be made by men with different 
points of view or by a superior execu- 
tive. 

6. Checks and balances should exist. 
The responsibilities of departments and 
individuals should be arranged so that 
the function of one should on impor- 
tant matters be dependent on and neces- 
sary for the function of others. This 
will eliminate the necessity of a great 
deal of supervision, and will create per- 
spective on important problems. The 
constant check will insure effectiveness. 

It is almost axiomatic that the form 
of organization should be fitted to the 
job, and to the individuals who are to 
perform the duties thereof. Obviously, 
then, the nature of the job and the qual- 
ities of the men must be known before 
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any form of organization is worked 
out. Once the nature of the job is 
really known in detail and the men who 
are to perform the work are properly 
judged, the form of organization will 
practically suggest itself. 

The third and fourth general prin- 
ciples of organization—(3) complete 
circle of responsibility, (4) specializa- 
tion—must be applied to each specific 
job. One example will serve to illus- 
trate the significance of the application 
of these two principles. 

From the statements made by the 
divisional heads, it was discovered that 
the members of the selling force were 
claimed as: 

1. Service division representatives ; 

2. Merchandise division representa- 
tives. 

Should each of the two divisions have 
a responsibility over the salespeople; or 
should one division have a complete re- 
sponsibility over the sales force and sup- 
ply the information required by the 
other one? The answer is not easy. 
And upon the difference of opinion 
which exists in this and similar ques- 
tions, two completely distinct philos- 
ophies of organization have been built.” 
The general manager must decide the 
answer for his own organization. 

From an analysis of the claims of the 
division heads it was clear that in sev- 
eral instances judgments were made up- 
on the basis of certain facts and sur- 
mises modified by other facts and 
surmises. The application of the fifth 
and sixth general principles—(5) judi- 
cial judgment, (6) checks and balances 
—relates to the question of whether or 
not this modification should be made in 
the mind of one man, or by means of 
a conference between two or more men, 
each of whom is a specialist on one side 
of the case, each of whom checks the 


* See Footnote 6, on opposite page. 


judgment of the other. Again the ques. 
tion is not easy to answer; but again 
the general manager must determine the 
application of the general Principle to 
his own business in making a decision 
as to the form of his own organization, 

Even within the general form of or. 
ganization which may be established, 
there will be variations due to natural 
differences in men. It is obvious that 
these must exist. Organization is not 
a mold into which an inanimate sub. 
stance like cement or molten steel can 
be poured to take a fixed shape. 


Conclusion 


It should be clear that there is no 
one right form of organization for the 
retail business. That form should exist 
which is best fitted to the job and men. 

Department-store organization is in 
principle one of the strongest in indus- 
try. There are four divisions, each of 
which can become the guiding spirit, and 
all of which, if effective and coordinate, 
guarantee and check the operations in a 
way unparalleled by other businesses. 

The oldest division is that concerned 
with buying and selling. Service, pub- 
licity, and controlling are relatively re- 
cent developments. As _ these latter 
three grow in importance and power, it 
will become increasingly important to 
limit the activities of each division and 
coordinate the work of all in order to 
avoid friction and obtain cooperation. 

The retail business is likely to in 
crease its strength not only through cor- 
solidation of stores into groups, but also 
through internal development. 

Naturally and economically a bus- 
ness of great stability, the department 
store gives promise of enhancing that 
stability many-fold through the security 
that is inherent in its form of organiz* 
tion. 
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THE RELATIONS OF A COMMERCIAL BANK 
TO THE BUSINESS CYCLE 


By WILLIAM L. CRUM ann HOMER B. VANDERBLUE 


institution engaged in a commer- _is refused, the enforced abandonment of 
cial banking business may be ex- speculative commitments precipitates a 
pected to trace a course determined collapse of commodity prices, business 
largely by the relations between fluctua- activities are discontinued or sharply 
tions in general bank credit and the curtailed, and the economic system 
other manifestations of the business enters upon a new depression phase. 
cycle. If the pace of business in the prosperity 
During the depression phase of the phase slackens before the actual devel- 
cycle, while commodity prices are low opment of credit stringency, the pros- 
and industrial and commercial activities perity phase may shade into depression 
are slack, bank loans are declining and re- —or mild recession—without any of 
serves are mounting; in the later stages the abrupt manifestations of a crisis. 
of the depression phase an abundance Whether or not a crisis occurs, the de- 
of bank credit is available to finance cline of business activity to depression 
reviving business and new enterprises, levels leads to a commencement and re- 
and the rate of interest is attractive to petition of those phases of the credit 
borrowers. As business expands and _ cycle already described. 
moves out of the trough of depression It should not be inferred that fluctuat- 
into the improvement phase, bank loans ing credit conditions constitute the sole 
increase in volume; and an expansion of and sufficient cause of cyclical move- 
loans is accompanied by rising deposits. ments in business. The credit supply is 
The progress of business improvement but one of the forces which operate to 
carries industrial and trade activities into produce the business cycle, and it may 
the prosperity phase, marked by pro- fairly be doubted whether cheap credit 
ductive operations on a scale at or alone can lift business out of depression. 
approaching capacity, sharply rising Nor is the decline of business activity 
commodity prices, heavy speculative from prosperity invariably due to limi- 
commitments on commodities, and tations in credit supply; but such limita- 
large orders for future delivery of tions—although they may not actually 
equipment. This phase of the cycle take the form of a pronounced credit 
Witnesses continuing expansion in bank _ stringency—undoubtedly contribute to 
loans, featured by a slackening in the the curtailment of activity. Moreover, 
concurrent -ise of deposits. Inthe later the role of credit in the business cycle 
stages of this phase, bank reserves are does not arise necessarily from the form 
drawn down, credit becomes scarce, and of our banking system: while variations 
the rate of interest advances briskly. in the lawful reserve requirements prob- 
If the pace of business is maintained inj ably modify in a measure such réle, the 
the face of these warnings, a creditiJgenerous extension of credit at the close 
stringency develops, financial crisis oc-§M™of depression, and the restraint upon 


‘ie operation of an individual curs, loans are called or their renewal 
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borrowing at the peak of prosperity are not sufficiently liquid to meet the emer Hoon. 
features of a policy dictated by sound gency demands of the crisis, its custom: J ...y; 
banking doctrine resting upon abundant ers suffer severe losses and the bank it: wy 
experience. self may be forced to close its doors. If; prise 
What bearing have the several phases on the other hand, its operations have Carl 
of the credit cycle on the operations and been regulated so that the arrival of nae 
the policy of an individual banking insti- _ financial strain finds it able to finance the “ 
tution? If the loan and deposit accounts exceptional requirements of its own cus rae 
of a bank move in general conformity tomers and perhaps assist in carrying with 
with similar series for the banking sys- the load of other banks, it helps cushion v 
tem as a whole, there is indication that the shock of the business collapse and, loan 
the individual bank is going with the in the long run, greatly strengthens its bran 
current, expanding its profitable opera- own prestige and power. Clea 
tions in periods of sound credit con- For the present study it was neces lishe 
ditions and curtailing its accounts sary to select one of the smaller New -— 
promptly and drastically during financial York City banks, because it is only for iT 
strain. that city that frequent data on individ: Bi sore 
The management of a bank is especi- uals banks are readily available over oda 
ally tested at times of crisis. If itsloan long interval, and because the oper ment” 


policy has been such that resources are 





tions of the larger banks in New York 
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© emer B® generally include large-scale financial Chronicle, from July, 1902, to Decem- 
wae services to other banks and to individ- ber, 1924.1. From the weekly data for 
- tt uals and are not therefore strictly com- each series, monthly items were formed 
a " prised in “commercial banking.” The by taking the weekly average for each 
" ol Garfield National Bank was chosen be- month, an overlapping week being as- 
we : cause it was one of the very few smaller signed to the month containing the 
ince the B® New York City banks which had not, majority of its days. The results ap- 
Wn cis B® ‘uring the interval studied, been merged pear in Tables I and II and on Chart 
93 with any other banking institution. I. 
cus 4 Weekly figures for average daily Figures are not available for a short 
a i" loans and average daily deposits were period in the late fall and early winter 
ens | transcribed from the reports to the of 1907-08, following the panic of Octo- 
al Clearing House Association, as pub- ber, 1907. The suspension of payments 
ise lished in the Commercial and Financial by the Knickerbocker Trust Company 
aly for Loans and Discounts—Loans, Discounts, and Stocks 
n y . ‘The New York Clearing House Association and Bonds and Mortgages owned by gr vel 
ndivid FMB sored on October 1, 1907, certain amendments _,DsPovte—CGrows depose, and unpid dividend, lee 
over 4 ye Constitution, one of which “defined the make- banks for collection, notes of other banks and checks on 
one up of the different items in the weekly bank state- _non-clearing institutions in this city. wes 
op ment” (Commercial and Financial Chronicle, Vol. These definitions held for the entire interval 
y York LXXXYV, p. 836). The two items used in this study studied, except for unimportant changes (see foot- 






were defined as follows: 





note 3) late in 1914. 
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on October 22 had precipitated ‘“‘a des- 
perate scramble for money” on the part 
of customers and out-of-town correspon- 
dents; and, for three troubled months 
during which inter-bank transactions 
were settled largely by clearing-house 
certificates, the usual figures for individ- 
ual banks were not published.? 

In February, 1908, when it was clear 
that more normal conditions were at 
hand, the publication of weekly reports 
was resumed. The first data reported 
for the Garfield National Bank showed 
both loans and deposits upon a low 


2 The maximum amount of such certificates was 
outstanding on December 16, 1907—$88,420,000; 
the largest amount of certificates issued to any one 
bank was $17,000,000; the smallest amount issued 
to any one bank was $250,000. The Garfield Na- 
tional Bank, however, did not find it necessary to 
avail itself of this resource. While the final can- 
celation of the clearing-house certificates did not 
occur until March 28, 1908, none was issued after 
January 30. For a full discussion of the panic of 
1907, see Professor O. M. W. Sprague’s History of 
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level; but deposits rose much faster than 


; were | 
did loans during the first five months but P 
of 1908, Just as in 1604, the previous wily 
depression year. (Chai 

In 1914 also, following the outbreak for de 
of the European War, the publication of increa 
the detailed weekly Clearing House MM ernme 
statements was discontinued; upon the MM includ 
resumption of publication, December 5, Th 
1914, the form of report was changed barrin 
somewhat to conform with changes inc- [MMP marke 
dent to the establishment of the Federal move! 
Reserve System.* Again loans and de. gener: 
posits of the Garfield National Bank cially 
cme with t 
Crises under the National Banking System, a pub- to res 
lication of the National Monetary Commission, lead t 
(Unfortunately this volume is now out of print) ™ 

3 The essential change in the items used in this are n¢ 
study was a separation of net deposits into “de- in gel 
mand” and “time”; but, as time deposits of the sie 
Garfield National Bank were never large, the * The 


was ap 
call in 
1918, a 


change had no appreciable effect upon the homo- 
geneity of the data here used. A further minor 
change was the inclusion of real estate owned in 
“loan and discount,” but this also is unimportant. 


1920. 





























Taste I. GarrieLp NATIONAL BANK—AVERAGE LOANS 
(In thousands of dollars) 

Year Jan. Feb. Mar. April May June July Aug. Sept Oct. 
ee Pere oO iii pak wh «4 Sd eas Se eee 7,670 | 75331 | 75417] 7,320 
1903. 6,993 | 75281 | 7,364] 7,523] 7,631] 7,631] 7:413| 6,996] 7,015] 7,023 
1904... 6,972 | 7,286] 7,146] 7,350] 7.457] 7492] 7,405] 7,236] 7,483] 7,717 
1905. 7:420| 7,497| 7,876] 7,945] 7,791 | 7:638| 7,410] 7,264] 7,231] 7,464 
1906......| 7,514] 7,730] 7,814] 7,917] 7,687] 7,716] 7,744] 7,671] 7,684] 7,685 
1907. 79523 | 7,671} 75797] 75712] 75319] 79557] 70611] 75342] 75340] 71400 |.------)0- 
SG: .::.<iateaaeuen 6,095 | 6,311 | 6,646] 6,745| 6,798| 6,605] 6,584] 7,101 | 7,286 
1909. 7»250 7,624 7720 7,616 7.478 | 7,614| 7,627 7,633 7,805 7,697 
IgIo. 7,820} 7,843] 7,954| 8,262] 8,186] 8,189] 8,077] 8,025] 8,083] 8,087 
IglI.. 8,597 | 8,678] 8,714] 8,617| 8,740] 8,865] 8,861 | 8,632] 8,736] 8,683 
1912. . 8,961 | 9,267] 9,439] 9,078] 9,159] 9179] 8,954] 8,702] 8,908] 8,690 
1913. 8,928 | 9,119] 9,200] 8,878] 8,967] 8,920] 8,944] 8,978] 8,699] 8,666 
1gI4. 9,454 | 9311 | 9,117] 9,680] 9,641] 9,526] 9,247 |......-[------efeeeeeee[ee 
191s... | 8,174] 8,260] 8,740] 8,546] 8,634] 8,605] 8,so1| 8,581 | 8,761 | 8,788 
1916. | 95127] 9,651] 9,726] 9,516] 9,802] 9,358] 9487] 9,625] 9,545] 95316 
1917. 10,124 | 10,450 | 10,386 | 10,525 | 10,321 | 10,395 | 10,242 | 10,491 | 10,286 | 10,763 
1918. . 10,707 | 11,032 | 11,516 | 11,854 | 12,031 | 11,736 | 11,397 | 11,215 | 11,811 | 12,320 
1919... 13,041 | 12,804 | 13,066 | 13,454 | 14,485 | 14,551 | 14,609 | 14,178 | 13,565 | 13,841 
1920. . 14,870 | 14,894 | 15,230 | 15,123 | 15,207 | 15,536 | 15,345 | 15,098 | 15,067 | 15,969 
1921... 16,253 | 15,449 | 16,207 | 16,439 | 16,276 | 15,628 | 15,539 | 15,493 | 15,726 | 15,850 
1922... 16,053 | 16,232 | 15,697 | 15,532 | 15,499 | 15,067 | 14,913 | 14,916 | 14,702 | 14,594 
1923... 15,167 | 15,534 | 15,190 | 15,323 | 15,988 | 15,223 | 14,609 | 14,436 | 14,251 | 14,429 
1924. . 15,405 | 16,541 | 15,751 | 15,305 | 15,106 | 15,269 | 15,043 | 15,128 | 15,332 154559 | 


















































were at a low level following the crisis, 
but promptly advanced. During the 
later years of the war the loans curve 
(Chart 1) rose much higher than that 
for deposits; this peculiarity was due to 
‘ncreases in the investment (chiefly gov- 
ernment security) holdings, which are 
‘ncluded in “loans” as reported.* 

The outstanding feature of Chart I, 
barring the wartime experience re- 
marked above, is the close similarity of 
movements in loans and deposits. This 
general similarity of movement, espe- 
cially in direction of change, is in accord 
with the known tendency of bank loans 
to result in deposits and of deposits to 
lead to loans. The rates of movement 
are not, however, so uniformly similar; 
in general, deposits increase during the 
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‘The ratio of investments to loans and discounts 
was approximately 20% at the September date of 
call in 1912, had grown to 25% in 1916, 35% in 
1918, and fell off to 33% in 1919 and to 25% in 


1920. As the item “loans” used in this study in- 
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rise from depression and decrease dur- 
ing the fall from prosperity more 
rapidly than do loans, whereas at other 
times the movement of loans tends to be 
the more rapid. 

Chart I gives evidence, also, of the 
existence of a substantial growth factor 
and an appreciable seasonal movement 
in each curve. To facilitate examina- 
tion of the cyclical fluctuations, each 
curve was corrected for secular trend 
and seasonal variation by methods simi- 
lar to those used in previous articles of 
this series.° The trends in the pre-war 
interval were parabolas with their con- 
cave side upward, and are described in 
Table III. The seasonal indexes were 


determined by the median-link-relative 
method, and are listed in Table IV. The 


cludes investments as well as loans and discounts, 
the effect of these changes was considerable. 





5 See Harvard Business Review, Vol. Il, p. 409; 
Vol. III, pp. 8 and 171. 
















































Tas_e II. GARFIELD NATIONAL BANK—AVERAGE DEPosITS 
(In thousands of dollars) 

Feb. Mar. April May June July Aug. Sept Oct. Nov Dec. 
Dee OTe ee, eS es 75759 | 75220] 7,466) 7,521] 7,583] 7,216 
| 7:442| 7,472] 7,623] 7,868) 7,709] 7,468] 6,888) 7,020] 6,880] 6,784] 6,750 
7552] 75121] 7,537| 7:647| 7,562] 7,553] 7.530] 75775] 8,023] 7,925] 7,884 
7:775 | 8,201 | 8,323] 8,092] 7,747] 75511} 7.152] 75277] 7,565] 7,534] 7,769 
8,007 | 8,182| 8,255] 8,007] 8,029] 7,942] 7,855] 7,831] 7,960] 7,967] 7,979 
8,045 | 7,968] 7,852] 7,508] 7,818] 7,731 | 7,161 | 7,280] 7,191 ].......]....... 
6,245 | 6,482] 6,933] 6,905| 6,876] 6,870] 7,070] 7,494] 7,673] 7,602] 7,568 
8,157] 7,946] 7,683] 7,470] 7,660] 7,781] 7,887] 7,897| 7,856] 7,443] 7,844 
71920 | 8,023] 8,300] 8,229] 8,129] 7,980] 7,975 | 8,012] 8,111 | 8,340] 8,243 
8,809 | 8,892] 8,900 8,976 9,080} 9,135} 8,814] 8,719] 8,837 8,616 8,674 
| 9731 | 95778] 9427] 95447] 95395} 9,091 | 8,708} 8,981] 8,869] 9,140) 9,038 
| 9491} 9,530} 9,181 | 9,121] 9,033] 9,174) 9,086] 8,761] 8,798] 9,193] 9,412 
9,955 |} 9,503 | 10,346 | 10,065 | 10,038 | 9,651 ].......J....... fee cee ede e eee afew ee eee 
78) 8,754] 8,714) 8,494) 8,449] 8,728] 9,089] 8,755] 8,861] 9,003] 9,722] 9,715 
9°42 | 9,838) 9,594) 9,629] 9,753] 9413] 9,612] 9,422} 8,956] 9,157] 9,343] 9,516 
10,518 | 10,379 | 10,441 | 10,436 | 10,243] 9,844] 9,711 | 9,442] 9,331 | 9,768] 9,689) 9,117 
9751 | 9,990 | 10,192 | 10,967 | 10,356 | 10,146] 9,749] 8,986] 9,276] 9,817 | 10,234 | 10,434 
11,299 | 11,314 | 11,740 | 12,390 | 13,130 | 13,284 | 13,626 | 12,620 | 12,308 | 12,932 | 12,966 | 14,021 
14427 | 14,368 | 14,539 | 14,943 | 14,960 | 15,129 | 14,874 | 14,467 | 14,373 | 15,607 | 15,876 | 16,082 
16,086 | 14,736 | 15,437 | 16,509 | 15,506 | 15,065 | 14,709 | 14,237 | 145737 | 15,127 | 15,393 | 15,254 
(5,614 | 15,251 | 14,989 | 14,997 | 15,068 | 14,436 | 14,289 | 13,892 | 13,728 | 13,755 | 14,215 | 13,829 
14,823 | 15,164 | 14,636 | 15,059 | 15,404 | 14,599 | 14,005 | 13,412 | 13,294 | 13,728 | 14,384 | 14,314 
1§,321 159119 | 15,083 | 15,027 | 15,295 | 14,981 | 14,803 | 14,816 | 15,038 | 15,449 | 16,100 | 16,341 









































302 HARVARD BUSINESS REVIEW 


TasB_e III. Equations or SECULAR TREND 
FOR THE Pre-War INTERVAL 


(Unit: $1,000, for the ordinate y. Origin of time, 
t, at January 1, 1908. Unit of time, 1 year.) 








Loans: y 
y 


3-4170 + 15.745t + 743.83 
Deposits : 3-3 


2227 + 16.327¢ + 762.14 





corrected series for 1902-14, expressed 
in bi-monthly averages for comparison 
with curves for the banking system as a 
whole, appear in Tables V and VI and 
in Charts II and III. The comparison 
curves of Charts II and III show cor- 
rected series for deposits and loans, re- 
spectively, for all national banks in New 
York City and outside New York City, 
at the five dates of call of each year.® 

No cyclical analysis of the data for 
the wartime years seemed wise. For 
the post-war years, no correction for 
trend was made. Each series was ex- 
pressed as relatives to its 1920-21 aver- 
age as base, and corrected for seasonal 


variation. The results appear in Tables 
VII and VIII and Chart IV. 





® See Professor Allyn A. Young’s analysis of the 
data for national banks in Review of Economic 
Statistics, for January, 1925, especially Charts 13 
and 14 on page 31. 





The ratio of loans to deposits was 
obtained for each month by dividing the 
actual item for loans of the Garfelg 
National Bank by the actual jtem for 
deposits. This series had no appreci 
able trend in the pre-war period, and 
the ratios were expressed as percentages 
of their average for the interval 1909. 
13. For the post-war interval the aver. 
age 1919-24 was used as base. These 
results were corrected for seasonal yar. 
ation by use of estimated indexes shown 
in column 3 of Table IV, and the bi. 
monthly averages of these corrected per. 
centages appear in Table IV and Charts 
V and VI. The comparison curve of 
Charts V and VI is the corresponding 
curve of corrected ratios for all national 
banks outside New York City at dates 
of call.? 


Deposits and Loans 


The adjusted relatives (1902-1914) 
for the deposits of the Garfield Na. 
tional Bank are shown on Chart II with 





7 See Professor Warren M. Persons’ analysis of 
this series in Review of Economic Statistics, tor 
October, 1924, especially Chart 4, facing page 267. 





Chart II 


Cyclical Variations in Deposits for Garfield Bank, 
New York City Banks, and Banks outside New York City Garfie.s Bone 
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comparable curves for the deposits of 
(1) all national banks in New York 
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TasLe IV. Garrietp NATIONAL BANK— 
INDEXES OF SEASONAL VARIATION 




















City and (2) all national banks outside as a) (a) 3) 

New York City. On Chart III corre- | ae) 
sponding curves are shown for loans.® Jonuary. ...6.4..:.. 99-7 102.8 96.9 
The same similarity between the curves February...........] 101.1 102.4 98.7 
for deposits and for loans, both in short- pany aw ee ve oman oes =e nee 99-2 
run movements and in cyclical swings, as May i eo a om re 
was revealed by the chart of unadjusted June 101.5 100.8 100.7 
monthly totals for the individual bank JB%--0------| 998 | 998 | too 
(Chart I) is disclosed by the three pairs September... 98.6 96.2 | 1024 
of curves in these charts (those for the October 98.4 97.4 | 101.0 
Garfield National Bank, those for na- ae ms 99-0 98.6 | 100.4 
tional banks outside New York City, 5 wegeaautiade cu 98-3 = 


and those for national banks in New 
York City). A borrower usually leaves 
a part of the proceeds of a loan upon 
deposit and therefore an expansion of 
loans normally has the immediate effect 
of increasing deposits, while the latter 
are normally drawn down as loans are 
repaid. On the other hand, an increase 
in deposits leads to a desire on the part 


’The curves for the Garfield National Bank are 
based upon bimonthly averages of the monthly ad- 
justed relatives, those for the national banking 
system are based upon cycle units (after correction 
for trend and seasonal variation) utilizing figures 
reported to the Comptroller of the Currency at 





of the bank to find profitable use for the 
additional funds, and so normally re- 
sults in further expansion of loans. It 
follows from these relationships that 
whether money rates will tend to be firm 
or to be easy must depend in part upon 
whether loans are expanding more 
rapidly than deposits (‘‘banker’s mar- 


dates of call. The latter figures were analyzed at 
some length by Professor Warren M. Persons, 


-“Cyclical Fluctuations of the Ratio of Bank Loans 


to Deposits,” Review of Economic Statistics, Vol. 
VI, p. 260, and Professor Allyn A. Young, “An 
Analysis of Bank Statistics for the United States,” 
ibid., Vol. VII, p. 19. 





Cyclical Variations in Loans and Discounts for Garfield Bank, New 


outside New York City 
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ket’”’ for credit) or deposits are piling 
up more rapidly than loans (“borrow- 
er’s market”’ for credit). 

The position of the national banks in 
New York City in the general banking 
system was quite different prior to the 
war from what it is today. Now the 
Federal Reserve banks hold the legal 
reserves of the member banks. Re- 
serves are in effect centralized. Until 
the Federal Reserve Act went into ef- 
fect, the national banks of New York 
City held on deposit a very considerable 
part of the cash resources of the “‘out- 
side” national banks. The proportion 
of deposits due to national banks, com- 
pared with the total deposits of the 
New York banks, was 30% in 1897, 
nearly as much in 1906, and 27% in 
1907; moreover, from a little more than 
one-third the aggregate of bankers’ de- 
posits in 1897, the deposits due state 
institutions increased until, in 1907, they 
almost equaled those due the national 
banks.®° The result of the holding of 
bankers’ balances in New York was that 
the deposit accounts of New York 
banks, as a whole, were subject to heavy 
withdrawals whenever for any reason— 
whether an expansion of business de- 
mand which promised a more profitable 
use of funds at home, or, in such an 
emergency as developed in the panic 





® These figures are those of Professor 0. M. W. 
Sprague, Crises under the National Banking 
System, pp. 224 and 226. The report of the Gar- 
field National Bank to the Comptroller of the Cur- 
rency, as of September 4, 1908, shows that the 
amount due national banks was only 15% of the 
amount due individual depositors; on September 
I, 1909, it was 17%; on September 4, 1912, it was 
16%4%. It had been 12% on September 9, 1903. 


10“Under the national banking system, the money 
forced out of circulation, in periods of low prices 
and stagnant trade, flowed to New York. There 
it generally served as the foundation of a rapid 
expansion of loans and discounts. and investments 
on the one hand and of deposit credit on the other. 
The New York banks made advances to investors 
and to speculative buyers of bonds, and, usually 
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months of 1907, an outbreak of fear— 
the outside banks sought to “repatriate” 
their balances. Contrariwise, when there 
was slack demand for loans outside 
New York, the outside banks deposited 
their surplus funds with the New York 
banks. The latter naturally sought to 
expand their loans, and usually found 
an outlet for the available funds in loans 
upon stock exchange collateral.” 

A logical consequence of the fore. 
going would be a tendency for the bank. 
ers’ deposits to pile up in the New York 
City banks during a trade depression, 
As business conditions improve over the 
country, and higher interest rates are 
available at home, funds deposited in 
New York are largely recalled by the 
outside banks. Loans outside New 
York are increased to finance the ex- 
panding volume of business, while the 
drain of resources from New York re- 
quires a curtailment of loans in that city, 
and tends to raise rates on borrowings 
for speculative purposes. This brief 
description of financial movements ap- 
plies especially to the period before the 
establishment of the Federal Reserve 
System, when deposits with National 
banks in New York City could be 
counted in the legal reserve of outside 
banks; but similar influences play a 
large part in the movements of funds 





general 
shown ¢ 
busines: 
1910, | 
1911, ¢ 
1909, 

1906-0’ 
curves 
York ( 
well in 


banks : 





a little later, to buyers of stocks. Large advances 
were commonly required to finance new issues of 
bonds. Low interest rates made such periods ad- 
vantageous for refunding operations, for funding 
floating debts, and for issuing new securities t 
finance undertakings requiring large investments 
of capital in fixed and durable form. 


“But a considerable part of the funds thus st 
cured in New York could not be held there long. 
Payments had to be made to the ultimate borrowers 
in other parts of the country. Deposits were trae 
ferred to outside banks. The revival of industria! 
activity, with which these outside payments prob 
ably had something to do, led to increased lending 
by outside banks.” Professor Allyn A. Young, An 
Analysis of Bank Statistics for the United States, 
Review of Economic Statistics, Vol. VII, p. 33 





































‘sto and out of New York under the 
Reserve System. 
The essential relationships discussed 


‘n the previous paragraph appear very 
dearly on Charts II and III. Both 


fear— 
itriate” 
n there 
Outside 


<m curves for the banks outside New York 
ight to etrace a course quite similar to that of 

found mggeneral business during the interval 
n loans ggshown on the charts: crisis and declining 


business in 1903, late 1907 (panic), 
1910, 1913; depression in 1903, 1908, 
igi, and 1914; recovery in 1905-06, 
1909, 1912; and prosperity in 1902, 
1906-07, 1910 and late in 1912.42 The 
curves for all national banks in New 
York City, on the other hand, moved 


) 


> fore. 
> bank. 
y York 
ession. 
yer the 
es are 


ted in Mmwell in advance of those for the outside 
by the qmbanks: declining while business im- 
New Mproved, and increasing sharply while 
he ex. Mapbusiness was still depressed. These 
le the movements of deposits and loans in 
rk ree New York correspond with changes in 
it city, the direction of movement of industrial 


stock prices, indicating that the addi- 


wings 
brief 
ts ap- 
re the 
serve 
tional 
ld be 
utside 
lay a 


'!The dates here given correspond with the tim- 
ing of the phases of the pre-war business cycles 
shown by such indexes as the Harvard Index of 


General Business Index of the American Telephone 
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Trade, this Review, Vol. Il, pp. 414-15, or the ' 
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tion to the supplies of money in the 
New York market during a business 
depression (as in 1903-04, 1908, and 
1911) tended to stimulate stock prices, 
whereas withdrawals of deposits from 
the New York banks (as in 1902-03, 
1905-06, 1910 and 1912-13) were ac- 
companied by declining stock prices. 

So far as the Garfield National Bank 
is concerned, its operations seem to have 
been little affected by the making or 
withdrawals of deposits by outside cor- 
respondents. The evidence of Charts 
II and III thus confirms the statements 
of the bank’s officers that the bank has 
been operated primarily as a commercial 
bank and not a bankers’ bank. It never 
was a large holder of funds deposited 
by other banks.’* It has been operated 
primarily as a business bank, and the 
curves for both its loans and deposits 
move closely with the curves for the 
national banks outside New York City. 
The rather sharper recovery of loans 
and Telegraph Company, this Review, Vol. I, p. 
154. The discussion by Professor Warren M. Per- 
sons, “Bank Loans and the Business Cycle,” Review 
of Economic Statistics, Vol. III, p. 30, is also perti- 


nent. 
12 See footnote 9, above, p. 48. 


Tas_e V. Loans oF THE GARFIELD NATIONAL BANK 
Percentages of Normal Trend, Corrected for Seasonal Variation 
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Tasce VI. Deposirs or THE GARFIELD NATIONAL Bank 
Percentages of Normal Trend, Corrected for Seasonal Variation 
———}. 
Year Jan.-Feb. Mar.-Apr. May-June July-Aug. Sept.-Oct. 
2 
ge RUM ee! Pe eee ee eR ee 99-4 100.8 
1903. 93-6 96.5 101.2 97-5 95.6 
OO. 56 +0 cee 96.0 95.2 100.3 103.6 109.4 107.8 
Se 102.3 108.4 10$.1 101.1 103.2 104.6 
1906. 104.2 107.7 106.1 108.3 108.9 108.2 
eee eee 103.6 102.4 100.1 101.0 GS }..... 
OEP. C046 so dan ct eenbeas eens 84.6 87.9 92.5 100.9 98.9 
eee 97-9 96.3 94.0 100.7 101.6 96.5 
IgIO.. 95.2 97.2 98.0 98.9 100.0 100.5 
BONS cena 99.1 101.7 103.8 106.3 104.2 100.1 
Rg uta yo nena ae 106.2 104.8 103.3 100.5 100.8 100.1 
| I Se ee 99-4 96.7 94.1 97.2 94.1 96.9 
Ms onih ak.d bovis ties 100.2 99-5 98.5 Te Son: ae 

















and deposits than for the outside banks 
in 1904, 1908, and 1911, probably re- 
flects the results of closer proximity to 
the demand for funds for speculation on 
the exchange; but once a higher level 
was attained, the curves for the individ. 
ual bank moved in sympathy with those 
for the outside banks and not those for 
the New York City banks. This was 
strikingly the case in the prosperity 
years 1906 and 1910. The influence of 
withdrawals of bankers’ deposits may 
account for the decline of both deposits 





Chart IV 
Garfield Bank's ‘Loans and Discounts and Deposits 


Expressed as relatives to the average for 1920-1922, as 100%, and corrected for seasonal variation 
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and loans coming at the beginning of 
1907 rather than in the fall as was the 
case for the outside banks; just as it may 
account for the discrepancies in 1912-13. 
It is noteworthy also that the crisis 
which occurred in the first half of 1910 
did not result in sharp declines of the 
bank’s loans and deposits as did the 
panic of 1907. The rate of progress 
was slowed down, but the increase of de- 
posits continued while the volume of 
loans stabilized. In 1911, when bus: 
ness generally was depressed, deposits 
and loans moved to higher levels. 


Operations since the War 


Chart IV shows the curves for loans 
and deposits of the Garfield National 
Bank for the six post-war years. Again 
the close correlation of the two series 's 
clearly apparent; again it is clear that 
the broad swings are in sympathy. The 
year 1919 is revealed as a year of ex 
pansion, 1920 as one of prosperity and 
crisis, and 1921 as a year of depression. 
Beginning in 1919 both curves rose, and 
reached a high level at the middle of 
1920 in response to the expansion of 
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Tas_e VII. Loans oF THE GARFIELD NATIONAL BANK 
Percentage Relatives of the Average for 1920-1922, Corrected for Seasonal Variation 
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Nov.-Dec. Year Jan. | Feb. | Mar. | April | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. 
itinseeasel ae 
84.4 | 81.5] 82.5 | 84.6) 91.3| 92-3] 94.4| 93-1 | 88.8] 90.8] 89.2] 96.8 
96.1 | 94.9] 96.4] 95-4] 96.0] 98.7] 99.1 | 99.1 | 98.6 | 104.6 | 104.5 | 107.3 
105.1 | 98.§ | 102.7 | 103.9 | 102.9 | 99.3 | 100.4 | 101.5 | 102.9 | 103.8 | 105.8 | 105.8 
.| 103.8 | 103.6 | 99.4] 98.0] 97-9] 95-7| 96.4) 97-9] 96.2| 95.7] 97.5] 96.6 
98.1 | 99.0} 96.1} 96.7 | 100.9] 96.7] 94.4] 94.8] 93.3] 95.0] 98.0] 97-9 
4 99-6 | 99.1 | 99-7| 96.6] 95.3] 96.9] 97-2] 99.3 | 100.2 | 102.0 | 108.5 | 110.8 

















bysiness and the general rise of prices; 
thereafter they moved sidewise for sev- 
eral months as the business expansion 
halted, and then advanced sharply dur- 
ing the months of crisis and rapidly ris- 
ing interest rates of the fall and early 
winter. During the post-war inflation 


96.9 


Friday, did the Garfield National Bank 
borrow from the local reserve bank. 
The increase of deposits during this 
period of business and credit strain was 
strong testimony to the skill with which 
the bank’s customers had been advised 
in their financial affairs. A result of 


nning of Me loans were expanded, to be sure; but the _ this condition was that, even the expan- 
was the increase of deposits was so much more sion of business in 1922 and 1923 caused 
as it may rapid than the increase of loans that no marked increase in the demands upon 
1912-13, (me the ratio dropped sharply even in the the bank’s resources When business re- 











he crisis 
of 1910 
s of the 


crisis year, 1920. The practical result 
of this condition was that the bank could 
expand loans freely in the fall of 1920 


covery set in, deposits were drawn down 
and loans failed to expand until the 
spring of 1923 when, for a few months, 


did the MM when the crisis condition was very acute. boom conditions obtained in some indus- 
progress [he most remarkable thing was not, tries. The business recession of that 
se of de- however, that the bank was in position summer is marked by slight advances 












lume of 
en busi- 
deposits 
$. 


to extend accommodation freely but that 
it was not forced to rediscount bills in 
its portfolio in order to make this pos- 
sible. 

Only once, and then only for a few 
days, when an emergency transaction 
had resulted from heavy demands on a 


ir 


or loans 


of the two curves, followed by declines 
to the low figures of the fall, and there- 
after by renewed advances, except for 
the effects of the slowing down in busi- 
ness which occurred early in 1924. In 
the latter half of the last year there was 
a sharp recovery of both loans and de- 
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posits. Thus for the six eventful years loans, the ratio rises, and if deposits rise years 
since the war, as for those which pre- more rapidly than loans, the ratio fli; and 1 
ceded it, the loans and deposits of the In other words, if loans and deposits are sion | 
Garfield National Bank have reflected moving in the same direction, but de. of pa 
the course of business posits are moving more rapidly thay and 
loans, the ratio moves in the Opposite porat 
The Ratio of Loans to Deposits direction; whereas, if loans move more incre: 
rapidly, the ratio moves in the same tion | 
The similarity of the month-to- direction as do loans and deposits cessit 
month and cyclical fluctuations of the When loans rise, and deposits fall, the on cl 
deposits and loans of the Garfield Na-_ result is, of course, to increase the loap. whicl 
tional Bank suggests that an index of deposit ratio, and when deposits rise gradi 
the ability of the bank to extend accom-_ while loans fall, the result is to decrease colle 
modation might be found by calculating the ratio. In any case, a rising ratio bank 
the monthly ratio of loans to deposits indicates a lessened supply of funds for rent 
(loans divided by deposits). Professor lending purposes, while a declining ratio price 
Persons has shown that such ratios for indicates ability to extend further accom- loan: 
New York Clearing House banks and modations. Thus, comparison of the mark 
for all national banks outside New York _loan-deposit ratios of an individual bank depr 
constitute good indexes of conditions in with the loan-deposit ratio for a large V,b 
the money market of the country. Nor- number of banks affords an estimate 1908 
mally, as the preceding discussion has_ of the relative ability of the individual 
emphasized, loans and deposits move bank to extend accominodation. 
in the same direction; but even though Chart V makes such a comparison of Perce 
this relationship normally obtains, it the loan-deposit ratio of the Garfield _ 
frequently happens that loans (the de- National Bank for the years 1902-14 
mand for funds) mount at a faster rate with the ratio of loans to deposits for all —_ 
than do deposits, and the greater ratio national banks outside New York City, 1902 
of loans to deposits which results under as determined by Professor Persons. 1903 
such conditions indicates a tendency to- ‘The general sweep of the two curves is 1904 
ward tightening money. On the other strikingly similar: peaks, indicating a 1905 
hand, if deposits rise faster than loans large volume of loans relative to de- 1906 
(even though both advance) the reverse posits, appear in years of crisis (1903, gat 
condition is indicated: the bank’s cus- 1907, 1910, and 1913) and deep val- om 
tomers are building up cash resources. leys, indicating a piling up of deposits te 
If deposits decline more rapidly than relative to loans extended, appear in igi 
1912 
Taste VIII. Deposits or THE GARFIELD NATIONAL BANK 1917 
Percentage Relatives of the Average for 1920-1922, Corrected for Seasonal Variation 19h 
Year Jan. Feb. | Mar. | April | May | June | July | Aug. | Sept. | Oct. | Nov. | Dec. 
pons Igl¢ 
1919 73.0] 73-6] 76.2] 80.0] 85.7] 88.4] 92.2] 88.5] 86.4] 89.4 a8. | 95.8 192 
1920. . 94.0| 94.1| 95.0| 97-1 | 98.0 | 100.7 | 100.6 | 101.0 | 100.2 | 107.4 | 107.9 | 109° 192 
1921... 105.2} 96.5 | 101.0 | 107.7 | 101.6 | 100.3 | 99.6] 99.4 | 92-7 | TOg-1 | 104-7 | 1+! 192 
OM is dink tinoate 102.0 | 100.0| 98.0] 97.5| 98.7] 96.1] 96.7] 97.0] 96.0] 95.0| 96.9) 95 10 
1923. ..| 96.7 | 99-4} 95.6] 97.9| 100.9] 97.2} 94.8] 93.8] 93.0} 94.8) 97-9| gr = 
1924. .| 100.0] 99.1 | 98.6] 97.7 | 100.2] 99.7 | 100.2 | 103.3 | 104.7 | 106.3 | 109.4 | 11h 92. 









































310 HARVARD BUSINESS REVIEW 























years of depression ( 1904, 1908, 1911, 
and 1914). During a crisis, the reces- 
sion in business checks the regular flow 


Sits rise 
10 falls, 


sit 

om de of payment in commercial transactions 
ly than and causes many loans to become tem- 
PPosite porarily frozen. This condition in turn 
© more ‘nereases the demand for accommoda- 


tion since the freezing of old loans ne- 
cessitates additional credit for carrying 
on current business. In the depression, 
which always follows a crisis, loans are 
gradually paid off with the proceeds of 
collections, and deposits pile up in the 
banks, since a shrinking volume of cur- 
rent business and declining commodity 
prices mean that a smaller volume of 
loans is needed. The very easy money 
market conditions during a period of 
depressed business are shown on Chart 
V, by the dips in the curves in 1904, 
1908, 1911, and 1914. The panic of 
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1907, on the other hand, is marked by 
a sharp rise in the curves during the fall 
and by a precipitate decline at the turn 
of the year. Loans remained high in 
the fall of 1907, while deposits were 
being drawn down. 

The ratio of loans to deposits of the 
Garfield National Bank reveals the ef- 
fects of the crisis in 1910 (followed by 
mild depression in 1911) much more 
clearly than do the curves for loans and 
deposits when examined separately. 
Early in 1910 the ratio advanced 
sharply, much as it had in 1903 and 
1907, and then dropped off irregularly 
to the low point of 1911. Thereafter, 
as business improvement developed—an 
improvement which proved generally 
disappointing—the ratio of loans to de- 
posits advanced slowly to the high point 
of early summer, 1913, which again 











































vidual 
Taste 1X. Ratio or Loans To Deposits FoR THE GARFIELD NATIONAL BANK 
son of Percentage Relatives of the Averages, July, 1902, to June, 1914 (for the earlier years) and 
arfeld 1919-1924 (for the later years), Corrected for Seasonal Variation 
02-14 Year Jan.-Feb. Mar.-Apr. May-June July-Aug. Sept.-Oct. Nov.-Dec. 
for all 
City, 1902 Ae Pie) wee ees Seb, 101.0 98.6 100.6 
wane 1903 101.6 101.7 100.0 101.2 101.5 103.2 
rves is 1904 100.9 102.0 99-7 97-9 96.7 98.8 
ing a 190§ 100.0 98.8 99-4 101.0 99-5 100.2 
. 100.4 98.8 98.1 98.4 97.0 99-2 
99-7 101.1 99-1 101.3 ie ae 
ere 99-7 100.3 95-5 95-4 98.8 
98.9 101.2 101.7 98.2 98.9 100.3 
103.2 102.4 102.1 101.6 100.8 100.0 
102.2 100.5 99-5 98.3 99-7 100.8 
99-2 99-5 99-4 100.0 99-1 99-9 
99-5 99-8 100.6 97-7 99-4 98.2 
97-2 97.8 Se ree a rere) eee rere 
112.3 106.9 105.6 104.7 102.5 100.9 
101.5 99-9 97-9 98.2 97-6 97-2 
: amie 101.1 99.4 100.1 101.6 99.8 101.5 
102.8 101.1 99-3 100.4 100.§ 101.3 
100. 99.6 99-7 100.5 100.4 100.2 
+ pial 99.7 100.0 96.1 96.3 95-4 99-3 
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Chart VI 


Ratio of Loans and Discounts. Corrected tor Seasonal Variation, tor Garfield Bank 
and Banks outside New York City 
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marked the occurrence of a slight crisis. 
Late that year, and in the early months 
of 1914, the deposits of the Garfield 
National Bank recovered while loans 
moved irregularly; the result of these 
conditions was that the ratio continued 
to drop off, and in a general way to 
trace a course similar to that for all 
national banks outside New York City. 

The ratio of the loans to the deposits 
of the Garfield National Bank for the 
post-war years is shown together with 
that for outside national banks, on Chart 
VI. The outstanding thing about this 
chart is lack of any apparent relation- 
ship between the two curves. The Gar- 
field National Bank is shown to have 
operated on a basis different from that 
of outside national banks since the war. 
During the inflation years, 1919-20, 
when loans were being expanded, de- 
posits were increased so much more 
rapidly that the ratio dropped sharply 
even in 1920, the crisis year. The bank 
and the bank’s customers were in liquid 
condition during that summer, and the 
bank was in position to expand loans 
freely, even without resort to the redis- 
counting facilities of the reserve system. 
In 1921 withdrawals of deposits led to 
a rising ratio of loans to deposits. Dur- 
ing the expansion of business in 1922 
and 1923 the loan-deposit ratio showed 
no conclusive change. Not until the 
summer of 1924 was a change of im- 
portance shown; then a drop in the vol- 








































ume of loans, while volume of deposits 
were maintained, caused a decline of the 
ratio which coincided with a period of 
abnormally easy money. Rates on com. 
mercial paper had fallen to a low level 
of 3% to 3% % on prime bills. By the 
end of the year, loan expansion at ; 
more rapid rate than the increase of de. 
posits resulted in bringing the ratio to 
approximately the figure of the begin. 
ning of the year. The recovery of the 
ratio thus coincided with the rise of 
stock prices and the business improve. 
ment during the second half of the year 
1924. 

Conclusion 


The effects of cyclical changes in busi. 
ness conditions upon the loan and de. 
posit operations of an individual com- 
mercial bank have been indicated in the 
foregoing discussion. For the individ. 
ual bank, as for groups of banks, the 
loan-deposit ratio is a measure of the 
ability to lend; an advance of this ratio 
for all banks indicates the working of 
forces which make for higher interest 
rates, whereas a decline indicates the 
working of forces which make for lower 
interest rates. The comparison of the 
loan-deposit ratio of an individual bank 
with that for a group of banks, there- 
fore, offers a basis of determining 
whether the bank figures are moving 
with the figures of the group of banks. 
In any case the responsible officers of 
the bank possess a measure of the bank's 
position. If the two ratios are moving 
in general sympathy, the wisdom o! 
current policy rests upon questions con- 
cerning the soundness of the gener! 
economic situation; if the two ratios are 
not moving in general sympathy, the 
question is raised as to the soundness 
of the credit situation of the bank. Skill 
ful management of the Garfield National 
Bank is shown by the movement of the 












loan-deposit ratio in 1907, before the 
crisis, and in 1919-20, when a declining 
ratio accompanied the expansion of both 
loans and deposits during the period of 
inflation. The statistical explanation of 
the ability of the bank to go through 
the panic of 1907 without using loan 
certificates to meet clearing-house bal- 
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ances, and later to meet the emergency 
of 1920 without borrowing from the 
Federal Reserve Bank, except once and 
then for a brief period, rests in these 
movements of the loan-deposit ratio.in 
the months preceding the crisis. The 
bank was prepared to withstand each 
emergency with its own resources. 
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THE TRANSFORMATION OF THE GERMAN 
RAILWAY SYSTEM SINCE THE WORLD wWap 


By ERNST ESCH 


HERE has been a fundamental 

change in the German railway 

system since the World War, 
with regard to both its legal status 
towards the government and its eco- 
nomic organization. Before I begin to 
describe the development since the war 
and the present form I am going to 
show briefly the history of the German 
railway system during the pre-war pe- 
riod. 


Development of the German Railway 
System up to 1914 


During the first decades of its his- 
tory the German railway system was 
operated on a private business basis, 
(Privatwirtschaft). After construction 
of the first German railway, from Nu- 
remberg to Fuerth in Bavaria, in 1838, 
a large number of private companies 
were founded for the purpose of con- 
structing railways. At first this construc- 
tion was done without a fixed aim, with- 
out consideration of the far-reaching 
railway projects of the great economist 
Friedrich List, without subordinating 
the self-interest of the owners to the 
public interest and without the applica- 
tion of the Prussian railway law, passed 
in 1838. The fact that the great rail- 
way lines were developed in an accept- 
able manner is due only to the Society 
of German Railway Administrations 
(Verein Deutscher Eisenbahnverwaltun- 
gen), established in 1846 by 1o Prus- 
sian railway companies for the purpose 
of issuing uniform instructions for 
through railway trafic by agreeing to 
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uniform principles for the construction 
and the management of railway lines, 
railway material, time-tables, and of 
the rate system. By the end of that 
year 40 railway administrations had be. 
come members of the society. This so. 
ciety later included many foreign rail 
way administrations, and almost the 
entire European railway system is based 
on the principles it developed. 

Though during the first decades pri. 
vate ownership and administration pre. 
dominated, the governments of the va- 
rious German states soon endeavored to 
create state railways. The first state 
railway was built in 1838 in the state 
of Brunswick, others in 1839 in Baden 
and in Hanover, while Prussia did not tories 
follow suit until the middle of the nine- still p 
teenth century. Bi 

The creation of the North German get hi 
League (Norddeutscher Bund) and prisin 
shortly afterwards of the German Enm- cepte: 
pire was the basis of the union of the tance 
German railways. The constitution of succe' 
the North German League contained vate 
the important clause that all railways Pruss 
situated within the territory of the taken 
league had to be administered as one lines, 
uniform system with regard to the i state, 
terest of general traffic, and that for ing i 
this purpose all railways were to be Si 
constructed according to uniform forms. of tl 
This clause was taken over by the com and 
stitution of the German Empire in 187! sistin 
so as to apply also to those states not indus 
belonging to the North German League; admi 
namely Baden, Hesse, Wirttemberg— os 
and, with certain modifications, to Be itica 
varia. i. 






































After the war of 1870-1871 the ques- 


AN ‘ion of private or state railways came 
to the front in public discussion. The 
VAR development of the private railways had 
aot been very satisfactory. Their ad- 
ministrations, in order to be able to pay 
high dividends to their shareholders, 
ruction were loath to renew their rolling stock, 
r lines, which had become dilapidated during 
ind of the war. The public interest in traffic 
f that economy was of secondary importance. 
lad be. The complaints against private railway 
his so. companies rose to such a pitch, that in 
n rail. 1873 a parliamentary committee was set 
st the up to examine the question, with the 
; based result that the taking over of the pri- 
vate railways under state management 
eS pri- was reoommended. The conflict, how- 
Nn. pre. ever, between private and state railways 
he va- continued up to 1880. About 1880 the 
red to situation in Germany was such that in 
- state the southern states the system of state 
> state railways was almost completed, while in 
Baden Prussia, especially in the western terri- 
id not tories, the system of private railways 
> nine- still predominated. 
Bismarck, having failed in 1873 to 
erman get his far-reaching railway project com- 
and prising the whole of the empire, ac- 
1 Em- cepted the situation owing to the resis- 
of the tance of the German central states, but 
on of succeeded in uniting the Prussian pri- 
rained vate railways. In 1885 practically all 


Prussian private railways had been 
taken over by the state. Only the main 


lways 


f the 


$ one lines, however, were taken over by the 
he in- state, the secondary lines partly remain- 
t for ing in the hands of private owners. 

ro be Simultaneously with the nationalizing 
orms. of the railway lines in 1882, district 
» CON: and county railway corporations con- 
1871 ‘isting of representatives of commerce, 
$ not industry, agriculture, and the railway 
gue; administration were set up for the pur- 
rg— pose of cooperation in questions of po- 


» Ba- 


litical economy and especially in tariff 
questions. 
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The advantages attained for the pub- 
lic traffic by the strict centralization of 
the Prussian railway lines under one 
administration made the efforts for 
closer cooperation of the various fed- 
eral state railway systems to be consid- 
ered with much more interest. In 1896 
a railway operating union between Prus- 
sia and Hesse was formed. In 1904 
Prussia came to an agreement with 
Bavaria, Wirttemberg, and Baden 
which afforded a closer cooperation of 
the federal railway administrations. 

Not until the World War did the ne- 
cessity of transferring the railway ad- 
ministration from the individual states 
to one administration become impera- 
tive. 


The Development of the Administra- 
tive Organization of the German 
Railway System Since the 


World War 


At the outbreak of the war all Ger- 
man railways were put into mobiliza- 
tion service in transporting troops and 
army supplies. Gradually besides the 
military schedule a limited schedule of 
train service for civilian traffic was re- 
introduced, which facilitated such traf- 
fic while the war continued, but on the 
whole subordinated it to the necessities 
of the war. At the end of the war the 
railways had to accomplish the difficult 
task of demobilization and slowly to re- 
organize for peace requirements. This 
transformation was the more difficult on 
account of the armistice conditions; 
5,000 locomotives and 150,000 cars had 
to be given up to the Allies. Further- 
more, the rolling stock remaining to 
Germany was in very bad condition ow- 
ing to the rough usage during the war 
and to the fact that no new stock had 
been procured. 

The war had shown that it was in the 











314 


interest of the German State to put the 
railway administrations of the various 
federal states under the uniform admin- 
istration of the Reich. This decision 
was the result of the conferences be- 
tween the federal states, which began as 
early as 1917, culminating in the Hei- 
delberg Program, which maintained the 
independence of the different adminis- 
trations and provided uniformity of the 
traffic, of service instructions, and of 
material. The Heidelberg Program 
did not provide for the transfer of the 
railways into the possession and admin- 
istration of the Reich. It was the new 
constitution of the German Republic 
that effected this transfer. According 
to article 89 of the constitution of 
August II, 1919, it is the duty of the 
Reich to take possession of the railways 
serving the public traffic and to admin- 
ister them as a uniform traffic institution. 
This article does not concern railways of 
only local importance. Article 171 says 
that the transfer of the state railways 
into the possession of the Reich had 
to be accomplished by April 1, 1921. 
In order to carry out this decree the 
German Ministry of Traffic (Reichs- 
verkehrsministerium) was called into 
existence on October 1, 1919. This 
ministry urged an early transfer and 
arrived at an agreement between the 
Reich and Prussia, Bavaria, Saxony, 
Wirttemberg, Baden, Hesse, Mecklen- 
burg-Schwerin, and Oldenburg by which 
on April 1, 1920, all railways became 
the property of the Reich, thus creating 
the Reichsbahn, a railway system in the 
possession and under the administration 
of the German State. 

The ensuing events did not permit 
the important treaty to prove its full ef- 
fect. After the war, proposals to re- 
lease the railways from the state admin- 
istration and to manage them in accor- 
dance with business principles took vari- 
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ous forms. Industrial circles repre. 
sented by the National Guild of Ge. 
man Industrialists recommended the 
private management of the Reichshahy 
excluding the German State. Other 
interests recommended a mixed map. 
agement of the Reich, the federal states 
and business men. Though these pro. 
posals were turned down, they caused 
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the introduction of business principles an 
into the administrative organization of one 
the railway system, as various reforms — 
in internal management show. o 
The first step in the direction of an 
independent railway administration was fo 
expected from a railway finance law pro. we 
posed in 1922 to make the Reichsbahn ig 
an independent business enterprise, . F 
creating at the same time a separate ® 
fund apart from the state funds. This me 
bill was rejected, but its principles led oe 
to the law concerning the creation of an the 
undertaking, Deutsche Reichsbahn, on eet 
February 12, 1924. By this law an the 
independent corporation with the legal (Re 
status of a private concern, Deutsche 192 
Reichsbahn, was established, which, 
though the railway system remained the The 
property of the Reich, had to be man 
aged like a private enterprise, and was 
required especially to balance revenues T 
and disbursements without counting trat; 
upon additional support from the state the 
funds; in case of need, it could raise ges 
credits on its property. The coopers (cal 
tion of the Reichsrat and the Reichstag pan 
was to be excluded. the 
The decree of February 12 was 0 Het 
force only a short time. It was super: odes 
seded by the law concerning the Rej 
Deutsche Reichsbahngesellschaft dated mn 
August 30, 1924, called Reichsbahnge- the 
setz. This law, which represents the by | 
basis of the present administrative oF by | 


ganization of the German railway sys 
tem, has been essentially influenced by 
the réle assigned to the national rail 
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) Fepre. ways with regard to the reparation 
of Ger debts. The German Government had 
led the consented to mortgage for reparation 
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purposes the Reich’s railway property. 
This proposal was accepted by the Com- 
mittee to Stabilize German Finances, 
with the American Dawes as president 
and the Englishman Acworth and the 


—- sed Frenchman Leverve as experts. The 
uncipla committee drew up a report which 
ition of 


recommended that the German railways 
should be transformed into a company 
directed by a Board of Management 
under the control of a committee of 
foreigners. This company issued first- 
mortgage bonds (reparation bonds) 
to a nominal amount of 11 billion 
gold marks. The report was carefully 
considered by the German Govern- 
ment, counter-proposals were made, fol- 
f lowed by negotiations, until at last 
* ™ the principles of the Dawes Report 
~~ ws were embodied in the law concerning 
2 the Deutsche Reichsbahngesellschaft 


reforms 


1 of an 
On was 
aw pro- 
hsbahn 
erprise, 
eparate 
. This 
les led 


days (Reichsbahngesetz), dated August 30, 
which, as 
1ed the 


The Administrative Organization of the 
Reichsbahn 


© man- 
id was 
venues 
yunting 
e state 
1 raise 
opera: 
chstag 


The new regulation of the adminis- 
trative organization of the railways of 
the Reich is effected by the Reichsbahn- 
gesetz, the articles of association 
(called in the law, Company’s Conces- 
sion), forming part of the law, and 
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Here we will look only into the present 
administrative organization of the 
Reichsbahn without discussing the in- 
teresting question of the extent to which 
the new railway law has been influenced 
by foreign policy on the one hand and 
by the previous efforts for a more busi- 
nesslike management under central di- 
rection as referred to above on the other 
hand. It may be presumed that both 
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influences were important. Nor is it 
within the scope of this article to dis- 
cuss the changes in the articles of the 
Constitution of the Reich necessitated 
by the new regulation. The purpose of 
this article is to describe the organiza- 
tion of the Deutsche Reichsbahn result- 
ing from the above-mentioned laws. 

By the law concerning the Deutsche 
Reichsbahngesellschaft, of August 30, 
1924, the Reich has established a com- 
pany under the name of the Deutsche 
Reichsbahngeselischaft to work the rail- 
ways of the Reich. It is a company 
under civil law with different articles of 
association from any other kind of com- 
pany. The object of the company is to 
work the Reich’s railways, the latter re- 
maining the property of the Reich; 
namely, land property, equipment, and 
so forth, including rolling stock acquired 
by the company, which by the act of ac- 
quisition by the company automatically 
become the property of the Reich. 

The right to operate the railways 
transferred to the company includes 
many important rights against which is 
set the obligation to operate the rail- 
ways. The operating concession com- 
prises all railways of the Reich and 
their accessories; as, for example, the 
German Steamship Service on the Lake 
of Constance. The railway workshops 
belong directly to the Reichsbahn under- 
taking. All stock in hand and consum- 
able stores of every kind, cash in hand 
and bank balances of the Deutsche 
Reichsbahn undertaking have passed to 
the company upon its incorporation. 
The company is entitled to dispose of 
property belonging to the railways of 
the Reich when it is deemed necessary 
for the proper operating of the rail- 
ways, provided the value of such prop- 
erty does not exceed 250,000 gold 
marks. Should the value of such prop- 
erty be higher, the company can dis- 
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pose of it only after having obtained 
the consent of the government and, as 
long as any reparation bonds are out- 
standing, also the consent of the trustee. 
The Reich is no longer entitled to dis- 
pose of objects belonging to the railway 
property of the Reich. The company 
can also raise loans on its own account 
and for this purpose mortgage the lands 
of the railways of the Reich, but all 
these charges rank after the reparation 
bonds. 

The operating concession of the com- 
pany comprises not only the exclusive 
right to operate all railways which at 
the date of the coming into force of 
the law were operated by the Deutsche 
Reichsbahn undertaking, but also the 
exclusive right to build and to operate 
new railways of general interest and to 
make all necessary alterations in and ad- 
ditions to the railways operated. Pri- 
vate railway lines may be built only if 
they would not compete unduly with the 
lines of the company. 

The company may not transfer its 
rights under concession to a third party 
without the previous consent of the 
government of the Reich and of the 
trustees under the Dawes plan, as the 
right to operate the railways at the 
same time imposes the obligation to do 
so. The first duty is the safe operation 
of the railways and the maintenance and 
development of the undertaking with 
all its accessories so as to meet the re- 
quirements of traffic and the progress in 
railway technique. Besides these obli- 
gations arising from the operation of 
the railway the company has to fulfil the 
reparation obligations arising from the 
Dawes Report, forming an essential 
part of its financial organization. 

The reparation bonds, secured by 
the reparation mortgage, amounting to 
nominally 11 billion gold marks, and the 
original share capital of the company, 


HARVARD BUSINESS REVIEW 































consisting of 15 billion gold marks, of 
which 2 billions are preference share 
and 13 billions ordinary shares, form 
part of the financial organization of the 
company. 

In accordance with the law the rep. 
aration bonds had to be handed oye; 
by the company immediately upon its 
incorporation to the trustee, the repre. 
sentative of the holders of the bonds 
Actually the trustee holds only a cer. 
tificate acknowledging the obligations 
referring to the payment of interest and 
redemption. The bonds bear interes 
at the rate of 5% per annum and will 
be redeemed at the rate of 1% per an. 
num as from the fourth year after the 
transfer of the operating concession, 
For the first three years the total 
amount of the annual payments by the 
company for interest and redemption of 
the bonds is limited as follows: has b 

(a) to 200 million gold marks for lishe 
the first year; TI 

(b) to 595 million gold marks for billio 
the second year; ship 

(c) to 550 million gold marks for tered 
the third year. gove 

From the fourth year the annual pay- the | 
ments are to be 660 million gold marks. from 
The payments for interest and amortiza- after 
tion are to be made by the company out been 
of the net income of the railways in no § 
preference to all other payments, draw- T 
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ment making payment in default of the 
company the company’s liability for such 
payment is canceled. The company 4 
well as the government of the Reich 
may, with the consent of the Reparation 
Commission, pay to the trustee sums ad: 
ditional to the due payments, which will 
be applied for the redemption and re: ers 
purchase of the bonds. Should the com as 
pany fail to pay on due date the trus poir 


































tks, of ee may present the accrued coupons or 
shares any bonds due for redemption to the 
3, form Commissioner for Controlled Revenues 


appointed by the Reparation Commis- 
jon, who is entitled to pay them out of 
that portion of the proceeds of the as- 
signed revenues which is ordinarily pay- 
able to the Reich. The bondholders 
are secured by a mortgage on all prop- 
erties of the Reichsbahn undertaking, 
which ranks before all existing mort- 
gages and charges. 
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est and The two billion marks preference 
Nterest shares forming part of the original 
nd will share capital are to be sold in order to 


procure funds for the company. These 
preference shares are issued to bearer 
and carry with them the right to a prefer- 
ential dividend, payable after the pay- 
ments in respect to the reparation 
bonds have been made and an amount 
has been carried to a reserve fund estab- 
lished. 
The ordinary shares amounting to 13 
billion gold marks represent member- 
ship to the company. ‘They are regis- 
tered in the name of the Reich, or, if the 
government of the Reich so requests, in 
the name of a German state. Apart 
from the right of receiving a dividend 
after the foregoing obligations have 
been fulfilled, the ordinary shares are of 
ays in no special importance. 
draw- The administrative organization of 
The the Reichsbahngesellschaft is not com- 
> gov plex. The company is represented by 
overn- the Board of Management and the di- 
of the rectorate. The Board of Management 
r such consists of 18 members, one-half of 
iny as whom are appointed by the government 
Reich of the Reich and the other half by the 
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ration trustee. Four of the nine seats on the 
ns ad. board filled by appointees of the gov- 
h will ernment are to be assigned to the hold- 
ad re: ers of preference shares. The latter 
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as well as the other five members ap- 
- thus 


pointed by the government of the Reich 
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must be of German nationality. Of the 
members to be appointed by the trustee 
five may be of German nationality. The 
members of the Board of Management 
must have a thorough business experi- 
ence or are to be railway experts. To 
ensure their independence of action 
they must not be members of the gov- 
ernment of the Reich or of any Ger- 
man state nor are they permitted to be 
members of the Reichstag or the Par- 
liament of any of the German states. 
The president of the Board of Manage- 
ment, who must be of German nation- 
ality, is elected from the German mem- 
bers. These rules of election are modi- 
fied in the event of three preference 
share holders being on the Board of 
Management, in which case one of 
these must be elected president. The 
fact that the president must be a Ger- 
man may be significant if the Board of 
Management is composed of nine Ger- 
man and nine foreign members, since, if 
in the case of a decision being put to 
the vote there occurs an equal division, 
the vote of the president decides. The 
Board of Management has to watch the 
management of the company, and with 
the board rests the decision on all im- 
portant questions, such as the appoint- 
ment of the Director General of the 
company, the budget proposals, the bal- 
ance-sheet and the profit and loss state- 
ment, the authority to pledge the credit 
of the company to obtain credit or loans, 
and the general regulation of salaries 
and wages. The possession of these 
powers makes the Board of Manage- 
ment the most important organ of the 
company. This importance is empha- 
sized in the law, which says that the 
affairs of the company shall be managed 
by the directorate “subject to the con- 
trol of the board.” 

The directorate is made up of the 
Director General and several directors 
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of German nationality, but who must 
not be members of the Board of Man- 
agement. The Director General and 
the directors receive their appointment 
from the Board of Management, and 
must be confirmed by the President of 
the Reich. The directorate has to man- 
age the affairs of the company under 
the exclusive responsibility of the Di- 
rector General. The various functions 
of the directorate and the management 
are laid down by the company’s staff 
regulations. 

The management is headed by the 
Central Administration with the Di- 
rector General as manager. The special 
functions of the Central Administration 
are: the regulation of the general traf- 
fic, financial and staff policy, commercial 
and technical measures of fundamental 
importance, especially measures con- 
cerning provision and construction, the 
distribution of funds, the establishment 
of general instructions for the staff, for 
the financial administration and for the 
various branches of management, traffic 
and construction, the representation‘ of 
the company on the Board of Manage- 
ment and the preparation for the board 
of all bills proposed and the representa- 
tion of the company towards the con- 
trolling authorities and towards the 
Railway Commissioner. The Central 
Administration is divided into depart- 
ments, each of which has certain duties 
to fulfil, for which the department chiefs 
are responsible to the Director General. 
At present there are six departments in 
the Central Administration: the traffic 
and tariff department, the operation and 
construction department, the machinery 
department, the financial and judicial de- 
partment, the staff department, and the 
administration department. 

For the state of Bavaria a special 
group administration has been estab- 
lished, forming the link between the 
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Central Administration and the Bj. 
varian Reich railway management, 
Some of the functions of the Central 
Administration have been transferred to 
this body. 

The proper operation of the railways 
and the traffic center in the 30 Reichs 
Railway District Managements (Reichs. 
bahndirektionen) under a president: 
Altona, Augsburg, Berlin, Breslau, Cas. 
sel, Dresden, Elberfeld, Erfurt, Essen, 
Frankfort on the Main, Frankfort on 
the Oder, Halle, Hanover, Carlsruhe, 
Cologne, K6nigsberg, Ludwigshafen, 
Magdeburg, Mainz, Miinchen, Miinster, 
Nuremberg, Oldenburg, Oppeln, Re. 
gensburg, Schwerin, Stettin, Stuttgart, 
Trier, Wurzburg. They attend to all 
duties not particularly reserved to the 
Central Administration and may be di- 
vided into departments. 

Offices (Aemter) are subordinate to 
the Reichs railway district manage- 
ments, which control the local service 
executed by the sub-offices (Dienst. 
stellen). There are various kinds of 
offices: for operation and construction; 
for traffic; for machinery engineering; 
for the technical matters and work- 
shops. Dienststellen are, for instance, 
stations, goods stations, and railway 
workshops, each of which is presided 
over by a manager. 

Other centers of management are the 
three main operating offices (Oberbe- 
triebsleitungen) established in Essen for 
the western parts of the Reich, in Ber- 
lin for the east, and in Wirzburg for 
the south. Their duties are to assist the 
Reichs Railway District Managements 
and the Central Administration 10 
times of difficulties. To the railway 
central office (Eisenbahnzentralam!) 
remain some of its earlier functions, 
such as the procuring of new material 
and the test of new inventions. 

The three main operating offices 4 
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well as the railway central office are 
not essential parts of the new organiza- 
tion of the administration. — Their 
maintenance is therefore of little im- 
portance for the management of the 
railways as a whole. 
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Reichs The present organization of the Ger- 
Reichs. man railway system 1s a considerable 
sident: step forward as compared with the pre- 
1, Cas. war period. The organization 1s 


standardized. The Reichs Railway Dis- 
trict Managements and the offices and 
subaltern offices have more indepen- 
dence and responsibility. Not only are 
the Reichs Railway District Manage- 
ments entitled to settle all affairs which 
do not fall under the authority of the 
Central Administration, but also the of- 
fices and sub-ofiices may act without co- 
operation of the Reichs Railway District 
Managements more than in the past. By 
this method the sense of responsibility 
and willingness to work are stimulated, 
the higher offices are relieved of some 
of their burdens, and the correct man- 
agement of affairs is insured. 
An exceptional position in the or- 
ganization of the company has been as- 
signed to the protector of the rights of 
the reparation bonds holders, the Rail- 
way Commissioner, elected by the for- 
eign members of the Board of Man- 
agement. He has a right to control the 
whole railway system. He may take 
part in all meetings of the Board of 
Management and of all committees ap- 
pointed by the board, and may inspect 
all works and offices of the company. 
t the All reports, statistics, and financial re- 
ents turns, proposals for changes in tariffs, 
in and so forth, must be communicated to 
him. If, on an important question, the 
mt) Director General is not of the Commis- 
ons, sioner's opinion the latter can appeal to 
rial the Board of Management for a de- 
cision. Besides these rights the Rail- 
way Commissioner has exceptional pow- 
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ers in case of the company’s failure to 
make the payments due on reparation 
bonds. He may then give orders to re- 
duce the expenditure or to increase the 
tariffs and may even order the Board of 
Management to remove the Director 
General. If the payments have not been 
made within a period of six months 
after due date the Commissioner may in 
agreement with the trustee take such 
other action as he considers necessary. 
He is entitled to take into his own hands 
the management of the railways and to 
sell such rolling stock and other prop- 
erty, movable or immovable, as may be 
spared. As a last resort the commis- 
sioner may lease the railway concession 
in whole or in part, but he has no right 
to sell the railways in whole or in 
part. 

In conclusion the rights of the gov- 
ernment of the Reich in the company 
and the railways should be mentioned. 
Though the company is independent in 
operating the railways, apart from the 
right to demand any information from 
the company, certain rights of super- 
vision and cooperation are reserved to 
the government. The right of super- 
vision comprises the right of control 
whether or not the railways of the Reich 
and all their works, rolling stock, plant 
and material are maintained in a safe 
condition and whether or not the rail- 
ways are operated in a satisfactory man- 
ner. The right of cooperation means 
that the construction of new lines, the 
purchase of existing lines, and the con- 
version of a secondary line worked by 
the company into a main line and vice 
versa require the consent of the govern- 
ment. It has to decide about the perma- 
nent closing of a line or of an important 
station. The most important right of 
cooperation of the government is its 
participation in fixing tariffs. The tar- 
iffs in force at the moment of the com- 
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pany’s incorporation may be changed 
only with the approval of the govern- 
ment. Further, the government is en- 
titled to require, if necessary, alterations 
of the existing tariffs. If the govern- 
ment and the company fail to come to 
an agreement in respect to the fixing of 
tariffs and other substantial questions, 
these differences must be submitted 
to a special tribunal with its princi- 
pal office at the Reichsgericht (Tribunal 
of the Reich). If the government or 
the company considers the decision of 
the tribunal liable to imperil the due 
payment of interest and sinking fund 
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of the reparation bonds, either pa 
may within a month after the decision 
is rendered appeal to the arbitrato, 
whose decision is final. The arbitrator 
has to settle all differences between th. 
Reparations Commission, the trustee o; 
the Railway Commissioner on the one 
hand, and the government of the Reich 
or the company on the other hand, or 
between the government and the com. 
pany. He is appointed by the president 
of the Permanent Court of Interna. 
tional Justice and shall, if so required 
by one of the parties, be of neutral na. 
tionality. 
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chine industry, decreasing, as it 
did, costs and prices and thus stim- 
lating greatly the demand for goods, 
resulted in a rapid increase in the vol- 
ume of production. Enterprises grew 
and multiplied with astounding swift- 
ness, expanding in size and increasing 
in complexity with every attempt to 
meet the demand for quantity of pro- 
duction. All efforts were concentrated 
on securing output, and there was no 
serious attempt to guide the develop- 
ment of the organization structure. 
The process was purely evolutionary 
and opportunistic. The organization 
split into various unspecialized depart- 
ments, with an accompanying concentra- 
tion of managerial duties. With the 
growth of the buyer’s market and the 
introduction of more scientific methods 
in production, the subdivision and co- 
ordination of functions gradually came 
into prominence, first as a problem of 
management, and later as one of organi- 
zation. Today, this process of logical 
segregation and combination of func- 
tions has reached its highest develop- 
ment in the science of organization, as 
the fundamental of functionalization. 

Che principle of functionalization is 
not new: in the mechanical field, for ex- 
ample, it has long been recognized; the 
greatest efficiency and coordination is 
secured when each necessary function is 
assigned to a certain part properly fitted 
to perform it, with all related functions 
under one direction and control. Only 
within recent years, however, has the 
value of applying this principle to a busi- 
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FUNCTIONALIZING 
A BUSINESS ORGANIZATION 


By WEBSTER ROBINSON 


ness organization been realized. This 
failure to appreciate the value of spe- 
cialized functions operating together 
has been due primarily to the manner 
in which organization grew up. As the 
business increased in size there was a 
mathematical subdivision of work into 
unspecialized departments, the segrega- 
tion being made according to individ- 
uals and not according to the functions 
to be performed. All authority and re- 
sponsibility rested with the head of the 
enterprise, who acted as the dominating 
force and coordinated all activities 
through detailed instructions. When 
the organization became too large for 
his personal supervision he was com- 
pelled to delegate the control of certain 
work to subordinates. This subdivision 
was made with respect to the personal 
capabilities of each man, without any 
regard for the nature of his other duties. 
The result often was the delegation to 
one individual of irrelated or conflicting 
duties, or the delegation to two individ- 
uals of the same duty. The allocation 
of new functions was largely a matter 
of convenience, the duty being assigned 
to the individual who had time to take 
care of it, regardless of whether he was 
the one best fitted for the work, or 
whether he was in charge of the depart- 
ment within which the function natu- 
rally fell. When no reasonable adjust- 
ment could be made, the usual procedure 
was to organize a new department, 
irrespective of the nature of the work. 
All this resulted in three evils: first, the 
multiplication of departments and indi- 
viduals reporting directly to the generai 
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manager, making it impossible for him 
to supervise all of them adequately and 
at the same time maintain the broad out- 
look which is essential to that position; 
second, the duplication of work because 
of conflicting authority, with its atten- 
dant high costs of operation; and, third, 
ineficient performance of functions 
because of illogical distribution and 
grouping. 

The first real effort to improve the 
situation took the form of personal 
analysis. It resulted in the tendency 
to centralize employment in the hands 
of one official, who simply became an 
expert in picking men. The efficiency 
of the establishment as a whole and of 
the various departments, however, did 
not increase materially. The next rem- 
edy tried was job analysis and classi- 
fication—a type of pseudo-functional- 
ization wherein the requirements of a 
position were determined, positions of 
a like character being classified into 
zones. This was a step forward, but 
failed temporarily because of misplaced 
emphasis. The real need was for an 
analysis of the entire business which 
would provide a clear idea, first, of the 
functions of the organization as a 
whole, and then of the proper activities 
of its various parts. Only by this pre- 
liminary emphasis upon functions and 
not upon individuals could lasting re- 
sults be secured. 

Functionalization may be defined as 
that fundamental of organization which 
requires that all the proper functions of 
a business be recognized, granted ex- 
istence, combined where similar or com- 
plementary, and placed under direction, 
supervision, and control of properly 
qualified executives who have only one, 
or at most but a few similar functions 
to perform. The point of greatest im- 
portance in the whole concept of func- 
tionalization is that each separate func- 
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tion of the business be clearly recog. 
nized and definitely assigned to the g. 
rection and control of some particular 
individual who is supposedly fitted to 
carry on that function. Functionaliza. 
tion, in short, means the analysis, sub, 
division, and grouping of the logical 
and necessary units of activity of ay 
organization so as to secure by decen. 
tralized specialization the greatest re. 
sults from individual and combined 
effort. It is the corner-stone of scien. 
tific organization. 


Functionalizing a Business Organization 


The functionalization of a business 
often encounters an obstacle in the op- 
position of administrative and executive 
officers. They view with apprehension 
the magnitude of the possible changes 
and the problems which may arise, cit. 
ing in condemnation of the process the 
failures which have resulted from vari. 
ous attempts to install “efficiency” sys. 
tems. These failures are for the most 
part the work of inexperienced “indus- 
trial engineers,” who have blindly wor- 
shipped their “systems” and separated 
functions arbitrarily, regardless of such 
factors as personnel, the evolutionary 
development of departmental duties, the 
peculiar characteristics inherent in the 
organization, or the divisional emphasis 
necessitated by the type of business. 
Obviously, no system of functionaliza- 
tion can be applied indiscriminately to 
every business. Even the process of 
functionalization will differ according to 
the size of the organization and the 
complexity of its operation. The task 
is not to establish a definite plan oF 
standard according to which the func- 
tional segregation of work can be made, 
but to outline a principle of division of 
activity which will be suitable for un 
versal application. This principle com 












































= sists merely of the counplate Seana? 
articular Mae Of 2! the proper semgey - ofa a gras 
fitted to and the combination of those whic ae 
ionaliza. Ma Similar and complementary into divi- 
sis, sub sions, departments, groups, and so forth, 
+ logical Hm ¢2¢" of which is easily within the scope 
vel ul of the knowledge, training, and capacity 
y decen. of an individual. ; 
set oo While the multitude of business types 
ombined and the varying character of their func- 
Fadel tions make it impossible to apply univer- 
sally any rigid method in functionalizing 
a business, in each case there are three 
steps which will be found logical and 
practical. These are, first, the analysis 
of the organization as it is operating at 
the time the study is started; second, 
the development and construction of 
the basic functional organization; and, 
third, the construction of the actual or- 
ganization which is to be put into opera- 
tion. The first step comprises a study 
of the business as a whole, as well as 
of all its parts, with regard to the func- 
tions which they are performing and 
those which they should be performing 
in order to fulfil the purpose which is the 
reason for the existence of these func- 
tions. The purpose of a function is 
the fundamental determinant of its 
right to be performed in any part of 
the business. The second step consists 
of the scientific grouping of the similar 
and complementary functions of the 
business into divisions and departments 
without consideration of available per- 
sonnel, organization inertia, or other 
ae influencing factors, but with the idea of 
the securing a basically sound structure upon 
e which the final organization can be built. 
: The third step is the construction of the 
final organization, which will be a com- 
promise between an absolutely scientific 
division of functions and the division 
which gives full weight to all of the 
various limiting factors that must be 
taken into consideration in making a 
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final division of functions and assign- 
ment of authority. 


The Primary Functions 


It is useless, however, to make any 
analysis before the real aim, the real 
reason for the existence of the business 
as a whole, has been clearly established. 
This aim will be embodied in the pri- 
mary functions, in which the kind of 
service that is to be rendered and the 
class of people to whom it is to be 
rendered are the important items. For 
instance, it was stated by Mr. George 
L. Bell, in the preliminary report on 
the reorganization of a large western 
light and power corporation, that “The 
business of the corporation is the ade- 
quate and courteous furnishing of power 
to the public in return for a fair charge 
therefor. The primary functions of 
the business are: 

‘* I. The production of power 

“II. The distribution of power 

“III. The service to consumers.” 
These functions are the basic determin- 
ing factors in the work of segregating 
and combining the activities of the busi- 
ness. 


The Preliminary Analysis 


Casual scrutiny of the business is in- 
sufficient for the detection of all its 
necessary functions and their relation- 
ships. These are brought to light only 
by a careful study of the activities in 
which the organization is engaged at 
the time of the analysis, to determine 
whether these activities include all those 
which the company should be perform- 
ing in order to render that service which 
is the foundation of its existence, or 
whether they embody any which are 
not essential for that purpose. It also 
furnishes a knowledge of the available 
personnel, which is extremely important 
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in making the final division of duties, 
provides a definite basis for the combi- 
nation of functions, and continually dis- 
closes maladjustments which may neces- 
sitate the rearrangement of those func- 
tions. | 

The preliminary analysis of the or- 
ganization will consist of the determi- 
nation, by individual studies, of the 
purpose and attendant functions of its 
(1) board of directors and directors’ 
executive committee, (2) president or 
managing director, (3) general man- 
ager or chief executive, (4) various ex- 
ecutive departments, and (5) staff, both 
individual and collective. The study 
should be started by drawing up a rough 
organization chart showing departments, 
personnel, and lines of authority exist- 
ing in the organization at the time the 
study is started. This work not only 
will acquaint the engineer with the per- 
sonnel of the organization, serving, in 
a sense, as his introduction, but also 
will give him a general view of the vari- 
ous phases of the problem before him. 
It requires very little effort, but serves 
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an important purpose. At this time it 
is also advisable to ascertain the reasons 
for the original establishment or the 
development of the present divisions of 
work. Chart 1 shows the preliminary 
draft of the organization of the light 
and power company Previously men. 
tioned. 

Although it is usually found moy 
satisfactory to start the preliminary 
analysis with a study of the variouy 
executive functions, and to follow this 
by an analysis of the administrative, 
chief executive, and staff functions, this 
discussion, for the sake of uniformity 
and simplicity, will observe the order 
of the customary lines of contro! within 
the business organization. 


Functions of the Board of Director; 


The functions of the board of direc. 
tors and its executive committee will 
vary somewhat according to the type of 
business. The analyst, however, is 
chiefly concerned with those which are 
common to boards of directors in all 




















0 ee 


it 


ee 




























































































































































































= 
- 
' oe 
“ oe eis 
7 one ee 
* 
- Hy 
“ ' 
Pd sit... ay 
, I atiae HM ae eae 
anal Coomeme Consweenes Commooe ene revrentien Gonere Beene | 
a ae 0 Cee at mee ee AE ka eanalliie—an on ste (co al et ee lveqnwse 
=e Sete) | eeSop Se | sere | | seme (8) Src) | | 
tame e ete — ec —_— os — 
| — om =o cso oo = a= = =e 1 
ae Pee eo Oe =a = a © Oe. — — Onn pons Se EE 
a —w ti tam! bgp ad ae os toe ——— = One — ss —o = jt? ow 
| —! —— eo = tame —— = iy | heel 7 jot on 
= ——— we i ——| | — —— | 
aS Dreeeremes — ee a =! ome — iM poy ay lcseee 
— re —! ee . aegeewes oe a tT SS ae | ke 
——o me ~~ oe 8 oe - — ne a — eee Bf 
| : af si to. p—— 7 4 == tT 
as SS ——e ane pi — Z- ~——— om nee 
= S oo toe ‘Co a — 
| ome 0 ee ot ae Pt woe fh = = 
eS oa aes ©. nm iosecn |e 
a oe oe —_——— 8 ne oo ae | 
! —! ~— a eau to ee Cun. eo ——— | 
i et we ees tee by fh eS ee —— | 
| 3 Ss os =~ 
| be eee = s pore cute i eee = 
ho ae tw - ——? ow 
— ST. ead T se = 
wo Penne ys i i i oe | Sarto 
——— 7 Comeeuen oe tree noe a > 
.ter. Te see —* ot eee oun ew a’ 
—— P14 — os SVS) } aw Ad Pnne | 
ae en ~~ oe == = + ow 
—e oo — a = eee 
1? a and _ ae poms SE | 
i — — —— Soe 
— Paprens == ne 
\ ete _ Ser] | So 
@n = mee 
\ wont seme 
™, --- = 
~ 7. mn 
(£8060 + a oo a oe abd 





















































































































S time, it organizations whether or not the board 


€ reasons of directors and the executive committee 
€ or the have definitely established the policies 
‘Isions of which come under their control, and 
liminary whether or not they have, with the aid 
the light of their matured experience, served as 
sly men. an economic council to the president 


and the general manager, without inter- 
fering with responsible management 
themselves by performing the duties of 
the latter officials. 

If the complete record of the board 
of directors’ work is available in the 
minutes, it will ordinarily show that the 
board has assumed control of certain 
operating activities which should be in 
the hands of the president or the gen- 
eral manager, and that operating heads 
are going directly to it for an expression 
of opinion in matters of importance. 
Such a condition is invariably accom- 
panied by disorganized management. 
The general manager or chief executive 
is unable to coordinate operation, since 
control of only part of the activities is 
in his hands. If this tendency of the 
board of directors to take an active 
part in executive direction and control 
cannot be eliminated, the full value of 
the reorganization can never be at- 
tained. 
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Functions of the President and the Gen- 
eral Manager 


In analyzing the functions of the re- 
sponsible heads of the business, the 
president or managing director, and the 
general manager or chief executive, the 
analyst realizes that it is impossible for 
one individual to assume satisfactorily 
the entire task of direction and control 
of the organization. This task is two- 
fold. It requires, on the one hand, con- 
stant observation of economic and trade 
conditions in order to keep the business 
in tune with the external factors which 
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have a bearing on its operation, and the 
facing of problems outside the business 
which are directly related to its success. 
It requires, on the cther hand, the selec- 
tion and coordination of all the various 
factors entering into the internal opera- 
tion of the business, and their direction, 
supervision, and control in such a man- 
ner as to secure maximum results. 
While both phases of the task are in a 
sense closely related, the great diversity 
of the problems to be solved in each 
case, requiring different types of intel- 
lect, temperament, and training, neces- 
sitates the attention of two individuals. 
In ordinary practice, the president is in 
charge of the external relationships, 
while the general manager controls in- 
ternal relationships. 


The functions of the president must 
be considered with respect to the fact 
that he is the direct representative of 
the owners and the board of directors 
and is the administrative head of the 
business. He is, as sometimes desig- 
nated, the managing director of the con- 
cern. His value to the organization de- 
pends upon his ability to free himself 
from detail and to maintain that broad 
perspective which enables him to act as 
an adviser to the board of directors azid 
to correlate sagaciously social, economic, 
and technical ideas into major policies. 
In some cases, however, he is forced to 
act as the scientific buffer between the 
demands of the board of directors, on 
the one hand, and the actual necessities 
of operation, on the other. 

The functions of the general manager 
are concerned with the coordination, di- 
rection, and control of the internal fac- 
tors of the business.! There seems to be 





1 Where the functions of the president and the 
general manager are performed by one individual, 
there is a marked tendency to neglect the external 
factors affecting the business. 
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a natural tendency for every organism 
to jar apart and become a loose-jointed 
aggregation of unrelated units unless 
there is some binding, supervising, and 
coordinating force that continually 
keeps them in place and makes each 
unit realize that it is not complete in 
itself, but merely a part whose greatest 
service is rendered when it fits perfectly 
into the whole. To supply this force 
is the chief function of the general man- 
ager of the business. He determines 
the structure of the organization, he 
selects the methods to be used during 
his control, and the executives to be 
placed in charge of the functional 
groups. He is the leader, the dynamic 
factor which keeps the organization 
moving toward a definite goal, securing 
efficiency through his capacity to select 
and balance men and methods. He acts 
as the balance wheel of the concern, 
seeing that each factor is given its due 
weight and attention and that it corre- 
lates with all other factors. By a timely 
concentration upon weak points he builds 
a smoothly running structure in which 
every division meets every other divi- 
sion and none is over- or under-loaded. 
In considering the functions of the gen- 
eral manager, the analyst wants to know 
whether or not he is performing all 
those mentioned above, and, at the same 
time, is keeping the operating functions 
coordinated with the external controls 
as outlined by the president of the con- 
cern. 


Analysis of the Executive Functions 


In the analysis of the various execu- 
tive functions, the analyst is confronted 
with his most detailed problem. He 
not only must determine all the execu- 
tive functions, but also must analyze 
them with respect to the results which 
they are getting under present condi- 


tions in comparison to those which th 
should be getting. This last task is 
not simply a matter of segregating and 
combining all logical activities int, 
groups. It includes the whole scheme 
of interdepartmental relationships 
which must take into consideration net 
only the possibility of securing coord). 
nated individual action, but also the 
possibility of enabling the general 
manager to perform his functions 
effectively. He may encounter gey. 
eral types of organization faults. 


OVERCENTRALIZATION. One of the 
problems most frequently encountered 
at this point is the overcentralization of 
execution. This is found wherever a 
large number of departments report di- 
rectly to the general manager, irre. 
spective of the character and im. 
portance of their work. It is the nat- 
ural result of the evolutionary develop. 
ment of an organization, where new 
departments are created by dividing old 
departments when the increasing com- 
plexity of the work makes the burden 
too heavy for one executive. Under 
these circumstances, the general man- 
ager invariably becomes so involved in 
detail, through the written and per- 
sonal reports of his subordinates, that 
he loses sight of the equilibrium and 
purpose of the organization as a whole 
and becomes an operating executive, 
making minor decisions that should be 
left to his subordinates and intimately 
directing the detailed operation of 
troublesome departments. An orgati- 
zation of this type is soon operating 
without a coordinating and balancing 
head. Chart I of the light and power 
corporation previously mentioned is an 
illustration of this condition. In this 
organization, there were 15 depart: 
ments reporting directly to the general 
manager, together with 13 district man- 
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agers also under his direct supervision. 
The manager became a judge, the num- 
ber and complexity of whose decisions 
were limited only by his time. 


OveRSPECIALIZATION. A problem 
somewhat similar to the preceding has 
been brought about by the present ten- 
dency toward overspecialization. This 
tendency has grown out of the attempt 
of many managers to put “brains” 
‘nto the organization without consider- 
ing the interdependence of activities. 
They have consequently subdivided 
their organizations into numerous de- 
partments, each in charge of a specialist 
under their direct supervision. These 
specialists are usually independent in 
action and final in decision, being re- 
sponsible only to the general manager 
for results and taking little interest in 
the operation of other departments. 
The fact that even the relatively unim- 
portant divisions are directed by ex- 
perts leads each department to exag- 
gerate its own importance, and places a 
premium on departmental loyalty and 
exclusiveness. The general manager, 
in consequence, is confronted with the 
tremendous task of coordinating the de- 
tailed control of all the various depart- 
ments in order that his high-class ma- 
chine may not fall to pieces from its 
own weight. Overspecialized brains 
are too often individualistic. Their 
self-satisfaction breeds departmental 
conceit and organization discord. 


FUNCTIONAL MALADJUSTMENT. 
There is still another problem to be 
taced by the analyst in his study of the 
executive functions—that of functional 
maladjustment. In the average busi- 
ness, for example, it is the usual thing 
to find that some functions which are 
obsolete and should be eliminated are 
still being performed, while important 
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functions have been lost sight of or are 
inadequately provided for in the con- 
fusion of operation; that some are un- 
necessarily duplicated, while others are 
split up among departments and are 
being irregularly or half-heartedly per- 
formed; that certain functions are in- 
definitely placed or illogically assigned; 
and that emphasis is being laid upon 
functions of minor importance to the 
neglect of those which really require 
constant attention. 


DEPARTMENTALISM. The study of 
the executive functions must reveal the 
causes as well as the existence of these 
maladjustments. The trouble lies, in 
many cases, in departmental jealousy 
which is a natural accompaniment of 
the too common practice of judging re- 
sults by an elaborate system of internal 
checks and balances which rewards in- 
dividual rather than collective accom- 
plishment. Within each department, 
consequently, the executives functioning 
under such a system have fought for 
maximum control and managerial fa- 
vor in an endeavor to gain prominence 
for their own divisions. This attempt 
has been stimulated by the frequent 
tendency of even the general manager 
to attach more importance to the suc- 
cess of individual departments than to 
the efficiency of the concern as a whole. 
At the same time, these executives have 
concentrated their attention on keeping 
their methods of operation more secret 
and their accomplishments more indi- 
vidual in order to give less grounds for 
criticism and to create an appearance of 
self-sufficiency. Departmental individ- 
ualism is invariably fostered by all 
those systems of control which empha- 
size negative rather than positive re- 
sults. 

During the preliminary study, this 
departmentalism must be broken down, 








328 


friction between departments ironed 
out, and the support of every executive, 
even of those in the most minor posi- 
tions, enlisted in the task of readjust- 
ment. Only when there is a healthy 
spirit of cooperation can all the facts 
necessary for the completion of the sur- 
vey be obtained. When each executive 
is made to realize that all the functions 
of the organization are interdependent, 
that all effort must be directed toward 
the benefit of the whole concern rather 
than of any one department, and that 
his greatest value lies in properly fit- 
ting into his particular niche in the or- 
ganization structure, there will be little 
dificulty in effecting the necessary 
changes. 


Preliminary Arrangement of the 
Executive Functions 


In making this analysis, the most sat- 
isfactory procedure is first to group 
roughly those departments which are 
ordinarily combined into functional 
divisions, and then to make a study of 
each division as a unit, with the idea 
of determining the functions that are 
being performed and discovering any 
maladjustments that may exist. The 
operative functions, for example, can 
often be conveniently divided into the 
three main divisions of production, dis- 
tribution, and facilitation (commonly 
called general administration), with 
what are considered to be the logical 
subdivisions within these groups. This 
segregation and study of activities ac- 
cording to functions, regardless of 
where they are being performed, is by 
far the most satisfactory method of re- 
vealing maladjustments and suggest- 
ing possible solutions. The divisional 
study is not a superficial survey; on the 
contrary, it consists of a detailed and 
comprehensive analysis of every func- 
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tion included in each division, even to 
the functions of individuals. In a |, 
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Analysis of the Staff Functions 


In analyzing the staff functions, the 
investigator is always careful to differ. 
entiate between those which are con- 


cerned with specialized control and The 
those which belong to the system of shoulc 
checks, since the latter become superfu- with t 
ous when the organization is function. and p 
alized. These functions of inspection the re 
are critical in nature: they consist of sist in 
detecting any mistakes, inefficiencies, or organ 
failures to perform work, and report: additi 
ing them back to the general manager. forms 
Where the general manager has the gener 
immediate direction of all departments, stantl 
but lacks specialized knowledge in the the c 
various fields, it is necessary for him to the v 
have a “staff” which will keep him in- tent t 
formed as to whether or not his orders low 
are being carried out. In the function In th 
alized business, however, where the nator 
manager receives the reports of only 4 impo 
limited number of major executives, vario 
each a specialist in the work of his ows stant 
division and in close contact with it eithe 
through his sub-executives, the necessity partr 
for this system of internal checks 's cond 
obviated. The staff has fallen into dis ne 


repute in the eyes of many managers 












because they insisted upon desig- 


Ven to imply 

a large wou the specialists who performed 
Usually MME the ‘‘detective” functions as staff offi- 
Clalists cals. These men were occupied, not 
of the MME with the proper staff functions of con- 
restiga. HEE trol, but with continual inspection of 
the ac. MMB the work of executives; they did not 
d per. HM ofer constructive criticism, but imme- 
to get diately reported any inefficiency back to 
ill de. the general manager. This system nat- 
of the urally resulted in friction between exec- 
lepart. utives and staff officials and led the 
g and MP manager to conclude that the staff was 
would a hindrance to his business. For this 


reason, the investigator must be par- 
ticularly careful in segregating any 
“detective” functions which are being 
performed in the concern, in order that, 
in the subsequent rearrangement of the 


tailed 


s, the HP organization structure, they may not be 
differ. confused with the proper staff functions 
COM of coordination and specialized control. 

and These functions, which the staff 
m of should be performing, are concerned 
erflu. with the large problems of legal, fiscal, 
ction- and public relations control, and with 
ction the research and analysis which will as- 
st of sist in the control of production, sales, 
8, OF organization, and facilitation, this in 
port: addition to the functions which it per- 
ager. forms in serving as the “eye” of the 
; the general manager, keeping him con- 
ents, stantly posted on such matters as costs, 
| the the comparative progress of work in 
m to the various departments, and the ex- 
n in- tent to which it has been possible to fol- 
ders low the established plan of operation. 


In their capacity as advisers and coordi- 
nators, the staff officials are of vital 
importance to the organization. The 
various executives of the business con- 


own stantly require unbiased information 
it either concerning the work of their de- 
sity partments or concerning factors and 
: is conditions outside their own divisions. 
dis. There are few problems which are 
ers purely intradepartmental-—each affects 
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more than one part of the business. It 
is the function of the staff officials to 
bring to light these seemingly individ- 
ual problems which, if not given due 
consideration, will of their own weight 
soon throw the organization out of bal- 
ance. If, for example, the production 
department has failed to attain the de- 
sired quality because unsatisfactory 
processes have been employed, the mat- 
ter is also of importance to the sales 
department which must dispose of the 
product. Furthermore, the type of in- 
formation required to remedy the situa- 
tion can often be secured only by re- 
search and analysis which neither the 
chief executive nor the department 
heads have time to undertake. It is in 
such cases that the staff members per- 
form their valuable service of supplying 
the needed information and advice. It 
is the duty of the staff, not to execute 
the actual work in accordance with 
their findings, but to assist the execu- 
tives by giving recommendations which 
will facilitate and coordinate the activi- 
ties of all departments. 

The size of the staff required to 
execute these functions is dependent 
upon the size and type of the business. 
It may consist of only one man or of 
a number of men. In the smaller or- 
ganization its functions may even be 
performed by various members of the 
concern who are in charge of line op- 
eration, but who have been asked to 
assist the general manager in perform- 
ing one or more of the foregoing staff 
functions. In the larger concern, how- 
ever, there are usually certain activi- 
ties which are characteristically staff 
functions and which cannot be effec- 
tively performed except by individuals 
who can devote to them their entire 
time. There are also certain other staff 
functions of a broader character which 
can be most satisfactorily performed by 
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committees; such, for example, as when 
the sub-executives act as a staff to their 
common superior, who is a specialist in 
his field, and when the major executives 
serve as a staff to the general manager. 
This is especially true where there are 
departments in the organization which 
specialize in such matters as costs, 
standards, engineering, and commercial 
research. 


The Development and Construction of 
the Basic Functional Organization 


Upon completion of the preliminary 
survey, when the necessary information 
concerning all the functions has been 
collected, the next step is the develop- 
ment and construction of the basic func- 
tional organization for the concern be- 
ing analyzed. Here are involved the 
recognition, separation, and classifica- 
tion of all the proper functions of the 
organization into groups according to 
character and relationship. The proc- 
ess is one of cold scientific analysis, in 
which studies are made of all the activi- 
ties being performed, in order to de- 
termine their functional character and 
functional relationship. Its purpose is 
to insure that every activity which is 
a necessary part of the business is prop- 
erly provided for and _ scientifically 
grouped, that no unnecessary duplica- 
tion of functions exists, and that all 
obsolete functions are eliminated. It 
comprises the first actual segregation of 
functions, and furnishes the foundation 
upon which the basic functional organi- 
zation is to be built. The allocation 
of functions at this time is made irre- 
spective of available personnel, organi- 
zation inertia, business conditions, or 
other limiting factors. This eliminates 
the danger that those making the an- 
alysis will be so influenced by these 
variables that they will be unable to 
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construct a basically sound 
When this classification has “ep 
pleted, it is advisable to present the re. 
sults on a chart, for purposes of com. 
parison and ready reference, 


The Construction of the Actual 
Organization 


With this segregation and classifica. 
tion as a foundation, the actual organ. 
ization structure to be used in operation 
is developed. From the mass of de. 
tailed information concerning opera. 
tions within the business and the out. 
side factors influencing it, there will be 
selected those functional groups’ which 
are of such importance or character as 


; . ; ; heir i 
to require direct relations with the gen. 


executi’ 
eral manager. These groups will later at b 
constitute the major departments. This expert 
preliminary blocking out of the final depart 


plan is done by the analyst before he 
becomes so involved in detail as to lose 
that proper sense of proportion so nec. 
essary to organization analysis. The 
number of such departments under the 
immediate direction and control of the 
chief executive will depend upon the 
size and character of the business. In 
a large organization, this number should 
run between three and six,? while ina 
small business the manager may have 
eight or ten executives reporting to him 
on varying matters. In a large manu 
facturing and selling concern, for ex 
ample, there may be only three depart- 
ments reporting directly to the general 
manager, the division being made into 
the three main groupings of the oper 
tive functions previously suggested, 
namely, production, distribution, and 
facilitation. Performance of accessory 
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2 The number may be increased in case certals 
staff departments such as legal, research, enginee™ 
ing, and so forth, report directly to the general 
manager. 
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Tucture, HMB nctions, such as construction and 
°f Com HM Jant preparation, if they are not being 
‘the re. andled by outside contract, would re- 
of com. uire the addition of a fourth. In the 


verage business, however, it is usually 
ecessary to increase this number, either 


= because of the peculiar conditions of 
operation or because of the nature of 
the service which the concern is ren- 
ASsifica. dering to its public, where certain de- 
organ partments require the immediate atten- 
Cration Mon of the general manager due to 
of de their importance in operation or the 
7 dependence of major departments upon 
ve Out BM them. 
will be The subdivision of these major de- 
Which partments is of equal importance with 
ter a8 BAB heir initial establishment. The major 
: Sct: Be executive in charge of each department 
| Tater must have not only time to extend his 
» This expert directive ability over his whole 
fina department, but also time to concen- 
mre trate upon its weak points. This can- 
“ lee not be done unless provision is made 
” The for his delegation of detailed routine 
.. i control and supervision. There should 
ot consequently be very few executives re- 
n the Mee Porting immediately to the major exec- 
5 In Me wtve: likewise a very limited number of 
hould individuals reporting to the executives 
ing Myer, him. This gradual stepping 
have MEOW" of functions and authority, in 
shim Me PPosition to drastic specialization, 
ares should characterize the entire process 


of departmental subdivision of non- 
routine activity. This type of division 
not only makes planning more complete 
and facilitates supervision, but also 
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ae cialization of executives, where their 


ambition is killed by limiting their field 
of operation and scope of authority to 
such a degree that they are unable to 
give expression to their own initiative 
and ability or to get the experience nec- 
‘ssary to prepare them for higher posi- 
tions. Specialization, however, becomes 
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more necessary and pronounced in the 
division of those functions of a routine 
and automatic character, which require 
less planning and supervision. One 
head can consequently direct and con- 
trol a greater number of them, pro- 
vided that identical routine functions 
are divided into groups, and each group 
placed under a responsible boss. The 
extent to which this process of subdi- 
vision can go in any department before 
the point of diminishing returns is 
reached depends, in a large measure, 
upon the degree of standardization and 
the amount and type of planning and 
supervision required in the various 
classes of work that the department is 
performing, and upon the location of 
the workers over whom supervision 
must be exercised. In the average con- 
cern, it could profitably be carried much 
farther than is the usual practice, until 
over every seven or ten workers there 
is a boss, with perhaps eight or ten of 
these bosses reporting directly to the 
same sub-executive. While this mate- 
rially increases labor overhead, in a 
majority of cases it also decreases costs 
through the greater operating efficiency 
which is gained through more careful 
planning of the work and closer direc- 
tion and supervision of its execution. 

In making the departmental division 
of activities, a number of other points 
are to be considered. Division of work 
must be made so that lines of coopera- 
tion will function freely. This requires 
not only that the services which each 
department needs from every other de- 
partment be known and recognized and 
the functions so arranged that these 
services can be properly rendered, but 
also that interdepartmental cooperation 
be given without any executive being 
forced to request it. Only by such an 
arrangement of contributory functions 
can harmony in the personal relations 
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of executives be maintained. Further- 
more, wherever close correlation of 
similar or related functions geograph- 
ically separated is essential, they must 
be grouped into a unit under the control 
of one individual. Wherever a func- 
tional division is made, however, it 
must be so constituted that the execu- 
tive in charge can not only furnish ade- 
quate knowledge for its direction and 
control, but can also discharge the re- 
sponsibility attendant upon his position 
without being overrushed or constantly 
on a tension. It is likewise extremely 
important to ferret out all positions 
where decisions must be rendered, in 
order that the division of functions may 
facilitate delegation of the proper 
authority to these positions. Equally 
essential is the arrangement of func- 
tions so that there will be a clear line 
of promotion ahead of each position, 
making it possible for each individual 
to study the work ahead of him. This 
increases incentive and obviates the 
danger of being unable to fill vacant po- 
sitions from within the organization. 
Throughout the process of subdividing 
the departmental activities, the analyst 
must remember that it is within the de- 
partment that detail is organized, sys- 
tems and routine developed, and, as far 
as possible, results made automatic. 


Limiting Factors to Be Considered in 
Constructing the Final Organization 


The subdivision of activities also re- 
quires a study of those limiting factors 
which must be taken into consideration 
in developing a workable functional or- 
ganization. A recognition and analy- 
sis of these factors is just as important 
as a recognition and analysis of the 
major functions. The function as an 
end in itself is of no value. The di- 
vision of functions must be adapted to 
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the particular conditions which are an 
integral part of the business being ap, 
alyzed. The failure to recognize 
these limiting conditions and to appre 
ciate their importance is responsible 
for the breaking down in operation of 
numerous reorganization plans. Whi 
it is impossible to take into consider. 
tion, in the present short discussion, yj 
these influencing factors and relation, 
ships, a statement of the more oy. 
standing ones will help to bring oy 
their importance. 


AVAILABLE PERSONNEL. The firs 
factor to be observed is that of per. 
sonnel, especially executive personne, 
This involves a consideration of the 
men available within the organization 
and the possible selection of outside 
men. While many managers have 
achieved marked success through an ob- 
stinate belief in plan alone, they have 
done so only at the expense of carry. 
ing the heavy burden which results 
from large executive turnover. Un 
doubtedly, such men could have gained 
quicker, and, in many cases, greater re 
sults by giving more consideration to 
the available personnel in developing 
their plan of organization. Good a 
ecutives are always rare, and the final 
division of activity will often be com 
siderably influenced by the men who are 
available to exercise authority and 
carry responsibility. The result wil 
ordinarily be a compromise betwee 
personnel and scientific functionaliz- 


tion, but a compromise that does n0t this 
disturb the major functional divisions tua 
or the basic principles of functionalize JM the 
tion. In arriving at the functional lay tior 
out, the analyst must closely ally his sec 
work with that of those who are tior 
select the executive personnel, so that vel 
this important factor may not be over- enc 
looked. It must be remembered that am 

The actual work of arc..:. the cl 















































ch are ay t is the various executives in charge of 
being ay, he departments, who, as experts in 
nize heir lines, will make the final decision 
to appre, s to how the individual functions of 
esponsible MMtheir departments are to be organized. 
ration of 
. While ORGANIZATION INERTIA AND Mo- 
consider. “NTUM. Organization inertia and 
18Sion, al] Htmomentum constitute the second limit- 
relation MMMing factor. These conditions are 
hore out. MiBlargely outgrowths of the historical de- 
ating out fyclopment of the organization, a study 
of which is therefore essential before 
determining the allocation of functions. 
The firs In the first place, every organization 
of per MM that has been in operation for a number 
ersonnel, of years has developed a_ certain 
1 of the amount of inertia which tends to keep 
anization Me it in a beaten path and which resists 
outside Hany change from the accustomed plan 
Ts have or method. The historical develop- 
th an ob HN ment of departments and the evolution 
hey have MMW of lines of authority are factors which 
of carry. HP must be recognized in any scheme of 
1 results HP reorganization. Their hold upon the or- 
r, Un ganization is tremendous, because they 
e gained HN represent habitual practice, one of the 
eater re HS strongest of the forces controlling men. 
ation t0 MM To give full value to this historical di- 
veloping HB vision and these established lines of 
300d ex control, would, from a practical stand- 
the final point, virtually eliminate functionaliza- 
be con tion; but to give them no consideration 
who ar¢ #® would introduce intra- and inter-depart- 
ity and HP mental confusion, to overcome which 
ult will often requires years of effort. The re- 
between organization must maintain the smooth- 
onaliza- ness of operation of the old plan, but 
oes not this smoothness must now be intellec- 
livisions tual instead of habitual. It must be 
onaliza- the result of the simplification of opera- 
nal lay- tion through functionalization. In the 
ally. ‘his second place, every operating organiza- 
are (0 tion, in addition to its inertia, has de- 
so. that veloped a momentum which carries an 
¢ over: enormous percentage of the load. The 
od that amount of energy required to keep the 
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organization operating is thereby great- 
ly reduced in comparison to the amount 
which would be required were the con- 
cern forced to start from a static posi- 
tion and again gradually build up its 
momentum. To effect the reorganiza- 
tion and still not lose that momentum 
which carries the business along, the 
analyst must introduce all changes and 
reforms gradually and tactfully. 


DEPARTMENTAL EmMpuHaAsis. The 
third factor to be observed is the 
amount of emphasis to be placed on the 
various departments. It cannot be said 
that one division of the business is su- 
perior or inferior to another, since each 
part is essential. The maintenance of 
balance between departments, however, 
requires the concentration of attention 
upon those activities which the type of 
service rendered and the particular 
problems faced by the business in ques- 
tion make it logical to emphasize. For 
example, the company manufacturing 
and selling teas and spices which it dis- 
tributes direct to the retailer will natu- 
rally place emphasis upon sales, since 
this is the heart of the problem. For 
the same reason, the corporation pro- 
ducing and selling steel will devote the 
major part of its energy to production, 
while the public utility concern furnish- 
ing light and power will stress consumer 
service. In every case the point of 
greatest complication determines where 
the emphasis is to be placed. This de 
partment will be more highly specialized 
and will receive more attention than any 
other department of the organization. 
This necessity of emphasizing a particu- 
lar division of the business may be the 
result of various causes, such as com- 
petition, or the particular character- 
istics which have become an inherent 
part of the business, due to a traditional 
performance of certain kinds of service. 
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In order to create a practical work- 
ing organization, the ideal arrangement 
of functions must in some measure be 
modified to allow for all the limiting 
factors mentioned above. The most 
logical arrangement will be secured by 
preserving the relationships scientifically 
established until it has been definitely 
proved that some degree of modifica- 
tion is necessary. 


The Classification and Placement of 
Functions 


The analyst should draw up thé 
actual functional organization in confer- 
ence with those who have assisted him 
in the study. The object in view is 
an efficient functionalization of the or- 
ganization as a whole, and this cannot 
be accomplished by taking the organi- 
zation to pieces and independently ar- 
ranging the functions of the different 
parts, assuming that the efficiency of 
the whole structure can be judged by 
the perfection of these parts. The ob- 
vious question is, “How do they work 
together?” The fact that each divi- 
sion in itself functions satisfactorily in 
no sense insures the harmonious cooper- 
ation of all divisions operating collec- 
tively. A conference between the indi- 
viduals who have been engaged in the 
study insures the coordination of their 
effort in the final functional organiza- 
tion. When the classification and place- 
ment of functions has been definitely 
decided upon, the functional organiza- 
tion which the analyst believes to be the 
most satisfactory under the circum- 
stances should be presented on a func- 
tional organization chart similar to 
Chart II. This represents the func- 
tional organization of Chart I. 

It will be noted that Chart II gives 
only the departmental divisions and the 
main subdivisions within those depart- 
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showing the individuals in charge of 
each of the functions, groups, and so 


HARVARD BUSINESS REVIEW 


ments, The actual work of organi. 
ing the individual functions of the de. 
partments should be done by the organi 
zation analyst in close conjunction with 
the executives who are to direct and 
control them. The detailed character 
of departmental functionalization ¢aljs 
for a familiarity with operation which 
only the department heads can supply. 
They are the ones who are primarily 
concerned with the execution of the in. 
dividual functions, and should play the 
dominant part in determining how the 
segregation and combination is to be 
made. As experts in their lines, they 
should be more capable than any one 
else of determining the allocation of 
these functions. 


Presentation of the Proposed Organi- 
zation Structure. to the Operating 


Officials 


The functional organization plan is 
now ready to be submitted to the ofi- 
cials of the organization for their con- 
sideration and criticism. Under no con- 
ditions, however, should any of the ad- 
ministrators or executives undertake a 
serious discussion of the work unless a 
representative of those who made the 
study is present to explain the theory 
back of the findings shown on the chart. 
Without this precaution, the work is 
liable to unjust criticism and prejudice 
resulting from a narrow conception of 
the organization problem. The best 
method is first to submit the organiza- 
tion plan to the executive committee of 
the board of directors, the president, 
and the general manager, offering to 
them a clear explanation of the reasons 
for all changes made in the original or- 
ganization structure. If this body can 
prove to the investigator that, in order 
to get best results, the plan which he 
upholds must be altered in any respect, 
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Value of Functional and Personne) 
Oraanicatinn Chart. 
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the changes will be embodied in the 


rganiz. a 

rt. 
ote: The revised plan should then be sub- 
nN with mitted to a committee composed of the 
t and general manager and all his major ex- 
tracter ecutives. The investigator must again 
1 calls ofer to this group a detailed explana- 
which tion of all changes from the original 
upply. structure, after which the subject should 
marily be opened for discussion. The fact 
he in. that functions alone, and not personal. 
Ly the ities, are presented, makes possible an 
w the impartial consideration of the work; in 
to be consequence, the discussion ordinarily 
“they will be both complete and lively. Be- 
y one fore any further advance can be made, 
n of it is absolutely essential that the execu- 


tives either approve the major divisions 
established or induce the investigator 
to make a satisfactory compromise. 
When these major divisions have been 
definitely decided upon, each individual 
division should then be finally reviewed 
by those executives who, with the organ- 
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ization analyst, have made the detailed 
subdivision of departmental functions, 
so that they may criticize or approve any 
changes in these functions which the 
analyst has made in order to provide 
for interdepartmental _ relationships. 
After this thorough review of the plan 
of organization, the final functional 
chart, showing how the concern is to 
operate in the future, will be drawn 
up. Chart III is an example of the 
final draft of the general functional or- 
ganization chart, embodying the major 
lines of responsibility and the changes 
made in Chart II during discussion, but 
not embodying the detail of depart- 
mental functionalization. It will be 
noted that the changes are of only a 
minor character. 


The. Personnel Chart 


Once the functional organization has 
been decided upon, a personnel chart 
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showing the individuals in charge of 
each of the functions, groups, and so 
forth, should be drawn up. The selec- 
tion of personnel and the shifting of 
emphasis upon different activities to 
suit varying conditions are not functions 
of the organization analyst, but duties 
of the management. It is advisable, 
however, to formulate a personnel chart 
after the functionalization of the busi- 
ness, in order to provide some means 
for showing changes in the control of 
functions. While the functional chart 
remains the same, the personnel chart 
is affected by every change in emphasis 
upon the various functions, by every in- 
crease or decrease in the personnel of 
the organization. For example, dur- 
ing the recent war, the shortage and 
inefficiency of labor caused the addition 
of employees in the personnel depart- 
ment, thus altering the character of the 
personnel chart, although there was no 
increase in the number of functions per- 
formed. Similarly, when post-war con- 
ditions made the reduction of overhead 
essential, the first cut was in the over- 
inflated personnel force; yet all the ac- 
tivities connected with employment and 
discharge, training, company service, 
and so forth, still remained as proper 
functions of the business. It is obvious 
that the personnel chart, in order to be 
of any value, must be kept strictly up 
to date. Most charts of this type are 
little more than paper organizations, 
either because of improper assignment 
of functions to individuals in the begin- 
ning, or because of a shifting of func- 
tions and individuals after the chart 
was made. Since the worth of the per- 
sonnel chart depends upon its accurate 
presentation of the relationships be- 
tween those in charge of the various 
functions, any change in the authority 
and responsibility for these functions 
must be immediately embodied in it. 
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Value of Functional and Personne) 
Organization Charts 


Both the functional organization 
chart and the personnel chart are of 
primary importance in the concern, The 
former compels the general manager 
uninfluenced by his own estimate of the 
men employed, to regard the whole or. 
ganization as an impersonal structure. 
By offering a complete list of all actiyi. 
ties, it obviates the danger of overlook. 
ing any function in the delegation of 
authority and responsibility. The per. 
sonnel chart, superimposed upon the 
functional structure, “humanizes” this 
functional organization. The func. 
tional organization chart shows to every 
member of the concern the extent of 
his authority and responsibility, and the 
relation of those functions which he is 
performing to the work of the whole 
organization. The personnel chart 
shows who is responsible for the per. 
formance of the functions, and the re- 
lationship of each man to the other 
individuals in the business. Together, 
the two give a definiie, visible status 
to every function and every member 
of the organization. The ultimate 
purpose of these charts is to give in an 
easily understandable form data which 
would be more difficult of comprehen- 
sion if expressed in words alone. Charts 
will provide at a glance a fund of valu- 
able information which could be secured 
from written explanations only by con- 
siderable study. Graphic presentation, 
however, cannot take the place of an 
adequate written statement, since in the 
latter can be included details, which, 
if embodied in the chart, would make 
it so elaborate as to destroy its value. 
A chart is a guide, and the simpler its 
construction the more useful it will be. 
Complexity defeats the purpose of such 
presentation. 
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The Organization Manual 


As the final element, the finishing 
touch, so to speak, in the work of func- 
ionalization, it is advisable to supple- 
ment these charts by an organization 
manual. Such a manual can be pre- 
pared with little effort and expense, 
since all the necessary information has 
already been secured by the organiza- 
tion analyst and the executives in their 
analysis and allocation of all the func- 
tions to be performed. The manual 
sums up all the results of the study 
in a concise and intelligible form. It 
is designed primarily for the benefit of 
the workers, since the average employee 
is unable to interpret the functional or- 
ganization chart without further expla- 
nation of the relationships presented 
upon it, or to see the connection be- 
tween this chart and the personnel chart. 
With the aid of the manual, however, 
the relationship between departments 
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and between functions within the depart- 
ments is made clear to him. The scope 
of the authority and responsibility of 
each position and individual listed on 
the personnel chart is accurately defined 


for his benefit. To sum up, the organi- 


‘zation manual explains in detailed form 
the grouping of functions and lines of 
authority which the functional organiza- 
tion chart can present only in outline, 
and fixes definitely the limits of individ- 
ual control which are graphically shown 
only when the personnel chart is super- 
imposed upon the functional organiza- 
tion chart. Through the manual, the 
charts are made more intelligible to the 
worker, who can with its assistance 
clearly distinguish his own position and 
duties and their relation to those of 
every other member of the organiza- 
tion. The formulation of the organiza- 
tion manual, then, marks the final step 
in the complete functionalization of the 
business. 
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Conclusion 


The detail involved in functionaliza- 
tion leads many managers to believe 
that they alone can analyze the peculiar- 
ities and requirements of their particular 
concerns, since they have the most 
minute knowledge regarding all the 
activities of their concerns. It is in 
this familiarity with the detail of the 
organization, however, that the difficulty 
lies. The manager has become so ac- 
customed to certain habitual divisions, 
which may have developed with little 














regard for the proper functions, thy 
he is usually unable to visualize th 
organization as a whole and to develop 
the proper relationships between js 
parts. The only safe method is to cajj 
in a specialist to direct the work. Just 
as any function of the business needs 
an expert to perform it, so does the 
original functionalization need, for jts 
successful accomplishment, the man who 
has been trained for the work, the 
thoroughly qualified organization an. 
alyst or industrial engineer who pos. 
sesses both knowledge and judgment, 
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MERCHANDISING SERVICE IN NEWSPAPER 
ADVERTISING’ 


HE development of research and 
sales promotion as a division of 
the advertising departments of 

newspapers has been comparatively 
recent. The idea was first conceived 
by Charles C. Green in 1908, when he 
was in charge of the advertising depart- 
ment of the Philadelphia North Ameri- 
can. The first work was in the nature 
of market research; statistics concern- 
ing the local market and trade condi- 
tions in the vicinity of Philadelphia 
were collected, and it was believed the 
results enabled advertisers for whom 
the work was done to obtain greater 
distribution in this market. 

At approximately the same time the 
Chicago Tribune conducted a campaign 
to secure more extensive distribution of 
nationally advertised products in the 
Loop district of that city. Agreements 
were secured from many retailers 
whereby they would stock these articles 
and would place signs in their windows 
stating that certain goods advertised in 
the Tribune were carried. In 1912 
Chalmers M. Pancoast was placed at 
the head of the Tribune’s Merchandise 
Service Department, and under his lead- 
ership the scope of the service was en- 
larged rapidly. Many of the services 
now rendered by the advertising depart- 
ments of other newspapers were origi- 
nated in his department. 

A third newspaper, which instituted 
a merchandising service at an early 





1 Adapted from a thesis by S. McK. Thompson, 
a student in the Harvard Graduate School of 
Business Administration, in course in Advertising, 
January, 1925. 
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date, was the New York Evening Jour. 
nal. This service, which was under the 
direction of William G. Hobson, has 
become the model for similar depart- 
ments in the Hearst chain of news. 
papers. 

Newspapers throughout the country 
soon recognized the possibilities of this 
form of advertising promotion. The 
availability of special service made a 
strong appeal which could not be over. 
looked by national advertisers. The 
idea spread rapidly, and today many 
of the important papers have adopted 
it to a greater or less degree. The 
names given to the departments are 
varied, such as sales-research, trade re- 
lations, advertising promotion, and sales 
aid. The term “merchandising ser- 
vice” perhaps best describes the func- 
tions which are performed. 


The Scope of Merchandising Service 


A detailed study of nine of the larger 
newspapers of the country? and a some- 
what cursory examination of several 
others shows that there is a consider- 
able degree of similarity in the mer- 
chandising services rendered. There 
are many variations, however, in the 
methods employed and in the extent to 
which the various activities worthy o! 
consideration are carried. 





New York Evening 
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Mew York World 

Philadelphia North 
American 


2 Boston American 
Boston Herald Traveler 
Boston Post 
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Indianapolis News 
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Obviously the purpose of newspapers 
in establishing these departments is to 
‘screase their volume of advertising. 
They believe that this can be done most 
eflectively by rendering to the advertiser 
who is entering a new field services 
which will assure him a maximum return 
from his advertising appropriation. If 
the newspaper is successful in accom- 
plishing this result, it is believed the 
advertiser will be favorably inclined to- 
ward the paper and will give it his pat- 
ronage in ensuing periods. 

The organization of the department 
in each case is based upon the principle 
that an advertiser, on coming into a new 
market, must have thorough distribution 
of his product before starting his ad- 
vertising campaign. Without adequate 
distribution a large part of the results 
of the advertising will be wasted. In 
order to secure this distribution several 
functions are performed by the service 
departments. They may be classified 
roughly as follows: (1) the education 
of dealers in the value of selling adver- 
tised brands; (2) making trade investi- 
gations; (3) preparing the dealer can- 
vass; (4) routing salesmen, introducing 
them, and making supplementary re- 
ports; (5) arranging for a broadside 
campaign; (6) obtaining window dis- 
plays; and (7) directing sales cam- 
paigns. 

In the education of dealers it has 
been found essential to build up a force 
of investigators composed of men who 
have had some experience in commercial 
research and trade investigation and 
who can secure the confidence and 
triendship of the retailers? These men, 
nthe course of their work of investi- 


-_—_— 


In order to secure this confidence, one paper 
makes a practice of conducting merchandising 
campaigns for only those products which have 
Proved to be meritorious and which offer a fair 
Margin of profit to the dealer. 
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gation, offer suggestions to the retailers 
concerning improved methods of mer- 
chandising and stress the advantages of 
selling advertised products rather than 
‘‘just-as-good” substitutes. They point 
out to the retailer the advantages of 
the reduction of sales effort and the in- 
creased revenues which result from an 
increased stock-turn. Several papers al- 
so publish trade periodicals which are 
sent to the retailers. These publica- 
tions contain market reports, dealer sug- 
gestions, news items, trade articles, sug- 
gestions for improved methods of mer- 
chandising, accounting, and inventory- 
taking, and stress the advantages of 
selling advertised products. Two news- 
papers also have display windows in 
their own buildings in which the adver- 
tisers may show their goods. These 
windows are not only advertisements in 
themselves, but they encourage the re- 
tailers who see them to exhibit the same 
articles in their own windows and offer 
a model display which may be copied. 
In these various ways the newspapers 
create a feeling of good-will on the part 
of the retailers, thereby opening the 
way for trade investigations and the se- 
curing of distribution for the advertiser. 


The Investigation 


The trade investigation comprises a 
preliminary market survey of the field. 
It furnishes the prospective advertiser 
with a brief and, in some cases, a super- 
ficial estimate of the extent of the mar- 
ket which he may expect to find for his 
product. Some newspapers send out in- 
vestigators to call upon only a few rep- 
resentative retailers who might be ex- 
pected to handle the line. They ascer- 
tain the competitive conditions existing, 
the prices of competing products, and 
such other factors as might be of inter- 
est to the manufacturer. One paper, 
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on the other hand, conducts an exten- 
sive annual analysis of the consumer 
market. Approximately 10,000 ques- 
tionnaires are sent out to housewives, 
whose names are selected at random 
from the 1,700 pages of the city di- 
rectory. Their cooperation is secured 
by offering them a shopping bag filled 
with groceries representing a cash value 
of over $3 if they answer the question- 
naire. Approximately one-third of 
these are returned. ‘The answers are 
carefully checked before acceptance. 
The result has been the compilation of 
fundamental data for all products which 
have been considered. ‘These include 
such items as the total number of brands 
used by consumers, the number of con- 
sumers using each type of product, the 
number and percentage of dealers carry- 
ing each brand, the per capita consump- 
tion, the total volume of consumption, 
and the brands carried by dealers which 
are not called for frequently by con- 
sumers. These figures, when presented 
to a prospective advertiser, are supple- 
mented with the usual market investi- 
gation. Reports of this kind, which fur- 
nish the basis upon which an advertiser 
determines the extent of his advertising 
campaign, are usually furnished to him 
free of charge. In this connection it is 
asserted that most reliable newspapers 
insist that their investigators obtain ex- 
act facts so that actual conditions are 
truthfully stated, whether, from the 
paper’s standpoint, they are favorable 
or unfavorable. 

When the extent of the advertising 
has been decided upon and the contracts 
have been completed, the paper pre- 
pares a campaign for canvassing the 
dealers and for securing distribution. 
In some cases the newspapers recruit 
and train an entire sales force for the 
advertiser, while others confine them- 
selves to furnishing the necessary data 
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for his own sales department. A port. 
folio is prepared which shows the nature 
and extent of the advertising to be ru, 
in connection with the campaign. These 
broadsides, which often contain actual 
cuts of the advertisements, are of im. 
portance to the canvassers in securing 
the interest of dealers, because they fur. 
nish proof that the advertising is ac. 
tually contracted for and that the dealer 
is to be assisted in selling the goods, 


Launching the Campaign 


The campaign is often launched by 
the department writing personal letters 
to dealers informing them of the con. 
templated advertising program and as. 
suring them that the product has been 
investigated and found satisfactory 
from the standpoint of both retailer and 
consumer. Such a letter decreases sales 
resistance by confirming the fact that 
the dealer is to receive help in mer- 
chandising the product. 

The final step in the campaign is 
routing the salesmen, introducing them 
to the dealers, and furnishing supple- 
mentary reports. Route lists are made 
up from trade maps and retailers are 
listed in the order in which the calls 
are to be made. This enables the sales- 
men to cover the territory in a minimum 
amount of time and at the least possible 
expense. There are two methods which 
are ordinarily used in preparing the 
ground for the salesmen. ‘The more 
common method is to have the depart- 
ment’s investigators call upon the deal- 
ers from one to three days in advance 
of the salesmen. The investigators are 
given portfolios containing material 
which will aid them in making clear to 
the retailer the advisability of carrying 
widely advertised goods. An effort 1s 
made to place the retailer in a receptive 
frame of mind and thus to minimize 


































she sales resistance which the salesman 
will encounter when he calls a few days 
later. Brief reports are made upon the 
back of the route cards, and these are 
given to the salesman who is to cover 
the territory. The other method, which 
accomplishes very much the same re- 
sults, is to have an investigator accom- 
pany the salesman over the route and 
‘ntroduce him to the various dealers. 


Additional Services 


In addition to these services, some 
newspapers also make arrangements 
with retailers for the use of window 
displays. The list of retailers willing 
to accept such displays is turned over 
to the advertiser. The department en- 
deavors to keep a check on the use of 
display material and often takes pictures 
of a few of the more attractive displays. 
These pictures are published in the 
trade journals. 

A few papers will take over the en- 
tire sales campaign, if the advertiser so 
desires, provided the contract for news- 
paper lineage is sufficiently large to war- 
rant it. In this case, the director of 
the merchandising service acts tempo- 
rarily as the manufacturer’s sales direc- 
tor for the district. The papers which 
offer this service feel that the depart- 
ment has the confidence of many of the 
retailers in the district and that its sales- 
men are more likely to secure attention 
than are the manufacturer’s own sales- 
men. Other newspapers refuse to con- 
duct sales campaigns because they feel 
that in doing so they would be stepping 
beyond the province of advertising ac- 
tivity. 

One newspaper assists advertisers by 
suggesting the copy and style of the 
advertisements which are to be used 
in the campaign. The laying-out of 
advertisements is primarily the function 
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of an advertising agency, but the de- 
partment feels that it is in close touch 
with the conditions of the local market 
and can accommodate the advertise- 
ments to these conditions more easily 
than could an outside organization. 

While no one newspaper offers all 
the services which have been mentioned 
and while several papers offer minor 
services which have not been included 
here, this discussion presents a general 
outline of the major functions per- 
formed by the merchandising depart- 
ments of the newspapers throughout the 
country. Most of these papers have 
designed their departments to conform 
to the standard practices formulated by 
the National Association of Newspaper 
Executives in conjunction with the 
American Association of Advertising 
Agencies.* These functions are as fol- 
lows: 

1. To study the local market and 
trade territory and be able to report 
intelligently thereon for both local and 
national advertisers; 

2. To furnish such information for 
prospective advertisers and to make in- 
vestigations which may be general in 
scope and applicable to many accounts, 
but to insist that the identity of the 
proposed advertiser be made known be- 
fore reporting information compiled on 
the specific line; 

3. To endeavor to educate the dealer 
in better merchandising methods and to 
insist that advertised goods be furnished 
to customers rather than “just-as-good” 
substitutes ; 

4. To encourage adequate merchan- 
dising by supplying data, maps, and 





* Adopted in 1921 by the National Association of 
Newspaper Executives and in 1922 by the Associ- 
ated Advertising Clubs of the World. Endorsed 
by The American Association of Advertising 
Agencies and by the advertising agencies not be- 
longing to the American Association of Advertis- 
ing Agencies at the Milwaukee convention. 
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route lists to the trade for the use of 
salesmen of the advertiser who has 
made a bona-fide contract for advertis- 
ing space; 

5. To decline requests for services 
that clearly are not within the province 
of a newspaper, such as selling goods 
or other canvassing, or the payment of 
bills for printing and postage of letters 
and broadsides. 

In practice, of course, the amount of 
service which a newspaper will render 
to an advertiser is dependent upon the 
amount of expenditure called for under 
the advertising contract and upon the 
probability of future renewals of the 
contract. These factors being favor- 
able, however, many newspapers are in 
a position and are willing to render 
every service which the manufacturer re- 
quests, up to the point of selling the 
product. 


Criticisms of the Service 


Opponents of merchandising services 
have made the claim that often the ser- 
vices are exaggerated and have resulted 
in increasing advertising rates without 
providing corresponding returns to the 
advertiser. If this is true and if the 
manufacturer’s costs of distribution are 
increased, the service could not be jus- 
tified economically. This claim is not 
substantiated, however, in the great ma- 
jority of cases. As has been pointed 
out, the manufacturer on entering a new 
market must analyze his market. He 
must also secure adequate channels of 
distribution. This frequently involves 
a considerable expenditure, which many 
manufacturers cannot afford to incur. 
Newspapers can render these services at 
a minimum cost because of their famil- 
iarity with the local situation. They re- 
ceive their compensation, not in the 
form of increased rates, but in renewed 
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advertising contracts. In other words, 
the compensation of the newspaper con, 
sists of the saving which corresponds to 
the difference between the cost of secur. 
ing new advertising contracts and tha 
of obtaining renewals. Thus, this type 
of merchandising service, by Providing 
a saving for the manufacturer and by 
eliminating the duplication of efor 
which would result from the making of 
many market analyses by different 
manufacturers in similar lines of bysi- 
ness, results ultimately in an economic 
gain. 
In some instances it has been claimed 
that investigations have been made 
which were detrimental to the adver. 
tiser, because of the inclusion of inac. 
curate and colored details, the securing 
of outlets for distribution in worthless 
trade areas, and the presentation of 
data in such a manner that actual facts 
regarding the market were distorted. 
There are two possibilities of error, the 
first arising through inefficiency in gath- in me 
ering data and the second through im- shoul 
proper presentation. Very often the the 
investigators employed by newspapers maki 
are not trained in making market anal- also | 
yses. In many cases advertising sales- dang 
men are used. The findings of a group sales 
of investigators of this type are likely deale 
to err in favor of an advertising pro- own 
gram, for these salesmen are interested up g 
primarily in selling advertising rather 
than in making a scientific analysis of 
the market for a given product. This 
error need not be made deliberately. 
It arises largely because of the mental 
attitude of the investigator when he 
is obtaining information. He uncon- 
sciously interprets the answers to his 
questions in his own favor. Further- 
more, in presenting the results of such 
a survey the service manager may (Ol 
sciously or unconsciously cause them to 
prove his own theories regarding the 
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advertising policies of the company. 
This brings out a fundamental weakness 
‘ns the method employed in some in- 
stances, rather than a defect inherent in 
the plan itself. The latter problem may 
be obviated very largely by a careful 
analysis of the data submitted; the 
former will tend to disappear as trained 
market investigators replace advertising 
salesmen in this work. 
In some cases antagonism on the part 
of retail dealers has been created be- 
cause the newspaper’s salesmen and in- 
vestigators have represented themselves 
as coming from the manufacturer, al- 
though they actually had no authority 
to take orders. This has sometimes 
resulted in the dealers stating that they 
would rather deal with the manufac- 
turer’s salesmen. Misrepresentation of 
this kind comes about as a result of the 
practice mentioned above; namely, that 
of using salesmen in place of trained 
investigators. This again is a weakness 
yath in method rather than in the plan. It 
) im- should be borne in mind, however, by 
the the manufacturer who contemplates 
pers making use of this service. It should 
anal- also be remembered that there is a real 
ales. danger in the manufacturer permitting 
roup salesmen other than his own to talk to 
kely dealers about his product. Only his 
pro- own salesmen are interested in building 
sted up good-will for him, whether or not 
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ther advertising contracts result. 

s of Retail dealers have been benefited in 
his many ways by the service. The devel- 
ely. opment of the use of advertising port- 
ntal folios gives the dealer assurance that 


the manufacturer is to assist him in 
moving his goods and prevents the man- 
ufacturer’s salesmen from promising 
advertising campaigns which will never 
be conducted. The publishing of trade 
data has educated the retailer in ad- 
vanced merchandising methods which 
have assisted him in reducing operating 
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costs. It is believed, therefore, that the 
service is of real value from the deal- 
er’s standpoint. 

It has also been claimed that the sales 
promotion and research work of the 
merchandising service departments in- 
vades the field of the advertising 
agency. Many national agencies have 
skilled staffs of investigators who are 
in a position to make comprehensive 
trade reports. A little reflection shows 
that the work of the two is separate and 
that there is little duplication. Usually 
the investigations of the agencies are 
general in scope, while the newspa- 
per’s services are limited to the local 
market. In fact, in many instances, 
newspaper service departments are 
called upon to furnish local information 
required by the national agencies. Thus, 
newspapers complete the work begun 
by the agencies and one assists the 
other. In so far as the work of the 
departments is conducted on a scientific 
basis and the data are kept up to date, 
the service can be of value in the adver- 
tising field. Furthermore, essentially 
the same inherent weaknesses are pres- 
ent in the merchandising service ren- 
dered by advertising agencies as in that 
offered by newspapers. 


How Far Shall the Work Be Carried? 


While a number of the large metro- 
politan papers have adopted some form 
of merchandising service, a few believe 
that this type of activity on the part of 
a newspaper is not justifiable. The ad- 
vertising manager of a large New York 
paper states: ‘We do not believe that 
it is the province of a newspaper to per- 
form this service because much of it re- 
quires salesmen of merchandise rather 
than of advertising.” To the extent 
that the service rendered by newspapers 
attempts to sell merchandise, his posi- 
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tion seems to be sound. Obviously, the 
sales force of the advertiser can dis- 
tribute the product more economically 
than advertising salesmen or investiga- 
tors. The work carried on by the ser- 
vice departments should be confined to 
research and sales aids. Only a very 
few newspapers carry it to the extreme 
of actual selling. The service is essen- 
tially one of assistance and not of par- 
ticipation. 

Several of the older newspaper ad- 
vertising managers are of the opinion 
that circulation figures are the only true 
basis upon which advertising should be 
sold. They maintain that ‘“‘when a 
newspaper talks merchandise service it 
has nothing else to sell,’ and that all 
the assistance that a paper may give its 
advertisers will avail them nothing un- 
less the paper has adequate circulation. 
These men also claim that newspapers 
are employing a large number of infe- 
rior salesmen who are injuring the 
dignity of the newspaper profession. It 
is evident, however, that merchandising 
service has proved itself of sufficient 
moment to make these managers con- 
cern themselves over its existence. One 
of the older managers stated, “It’s all 
bunk, but it gets results,” and by results 
he meant that the papers which rendered 
the service were increasing their adver- 
tising lineage. The one method by 
which a newspaper can determine the 
value of its merchandising service is by 
determining the volume of advertising 
which comes to it as the result of the 
service, the circulation figures remaining 
the same. One newspaper stated that 
25% of its accounts were secured 
through its service department and an- 
other stated that in 1924, in the food- 
products line alone, 15 accounts were 
taken from competing newspapers be- 
cause of its superior merchandising ser- 
vice. 
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Eliminating Duplication of Effort 


One great economic disadvantage 
which is apparent in the system as it 
now exists, arises from the duplication 
of effort by the newspapers in the same 
locality and the resultant wastage in 
expenditure by each of the papers, | 
has been suggested that this disadvan. 
tage could be overcome by taking the 
service work out of the hands of the 
newspapers and giving it to a national 
agency, such as the Bureau of Advertis. 
ing of the American Newspaper Pub. 
lisher’s Association. This national 
agency could divide the country into a 
number of districts, assign staffs of com- 
petent investigators to each district, and 
take complete charge of all the work 
hitherto done by the newspapers, The 
service would not be rendered free of 
charge, but would be paid for by the 
advertiser. The fees would furnish the 
funds for maintaining the organization 
and would not serve as a source of 
revenue to the members of the associa- 
tion. This plan may be criticized for 
three reasons: (1) because the manu- 
facturer would prefer to secure the ser- 
vice free of charge as at the present 
time; (2) because the larger organiza- 
tion would not have the interest in the 
individual advertiser which is present 
under the system now in force; and (3) 
such an agency would not enable any 
one newspaper to sell its advertising to 
a manufacturer on any grounds other 
than its volume of circulation. This 
latter objection is of marked importance 
to the newspapers, because the placing 
of the entire service in the hands of a 
central agency would make it available 
to all members of the association on an 
equal basis and would remove the com- 
petitive element which provides such # 
strong sales stimulus for the papers 4 
present. 
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wt A modification of this plan, however, 


might prove to be workable. The work 


itage, of the local staffs of the national or- 
as it ganization might be limited to securing 
ation HMM statistical data on the local market and 
same the preparation and maintenance of 
Ze in maps of the trade district and route 
. It schedules of the dealers. The service 
dvan. could be rendered not to the advertis- 
g the HM rs, but to the newspapers, and the ser- 
; the vice charges borne by them. The rest 
tonal of the service would remain in the hands 
ertis- of the individual newspapers. Thus the 
Pub. portion of the work, in which the great- 
tonal est amount of duplication and inaccu- 


Ito a 
com- 
, and 
work 


racy exists, would be placed in the 
hands of one agency and a saving by the 
individual newspapers would result. 
Furthermore, an improvement in the 


The quality of the advance information fur- 
e , nished to the manufacturer should fol- 
’ the 


low. This would be of great impor- 
tance to him in planning his sales cam- 
paign, for it would enable him to use 
this service in cases where he was pre- 
viously forced to send his own organiza- 
tion into the field to make investiga- 
tions. The advertiser would not be re- 
quired to pay for this service and he 
would be assured of the interest and co- 
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za. operation of the newspapers. Although 
the the preliminary investigation work and 
- routing would be taken away from the 
(3) newspapers, the rest of the service func- 
“~ tions would remain in their hands and 
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could be used as selling points in their 
competition for advertising. 

While it is recognized that much of 
the service now rendered by the indi- 
vidual newspapers is of a superficial 
character and, as such, is not of as great 
benefit to the advertiser as the papers 
would have him believe, yet the fore- 
going discussion indicates that merchan- 
dising service, properly conducted, might 
be an aid in effective merchandising. 
At present the surveys undertaken as a 
part of merchandising service are not 
a substitute for market analyses made 
by distributers themselves and should 
not be regarded as such. Merchandis- 
ing service, however, has a place in sup- 
plementing a distributer’s analysis with 
necessary data on local conditions. It is 
in this field that the local agency can 
function most efficiently, for it knows 
the local situation far better than would 
an outside organization. Furthermore, 
it furnishes a basis of distribution for 
concerns not in a position to undertake 
such work. The test of the effective- 
ness of the scheme in the long run must 
be its ability to assist in cutting down 
distribution costs. -Its hope of doing 
this lies in attempting to perform only 
the tasks which it can do at a lower cost 
than any other agency. The advocates 
of merchandising service should not lose 
sight of this fact in spite of the pres- 
sure of competition. 
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CASE STUDIES IN BUSINESS 


POLICY OF A SHOE MANUFACTURER WITH 
REGARD TO SPECIAL ORDERS 


OR several years the Darrow Shoe 
Company had deemed it necessary 
to make single pairs of shoes on 

special order to retain the good-will of 
its customers. To determine the selling 
price of special-order shoes, the practice 
of the Darrow Shoe Company and its 
competitors had been to add $1 to the 
selling price of similar shoes made in 
the usual quantities. This added charge 
was to cover the extra overhead and 
the expense incurred for the production 
of a single pair. In 1923 many compet- 
ing manufacturers increased the addi- 
tional charge to $2, $2.50, or $3 in 
order to limit the number of individual 
orders and to attempt to insure against 
manufacturing losses. Rough calcula- 
tions indicated that the additional 
charge of $1 per pair was resulting in 
manufacturing losses in the case of the 
Darrow Shoe Company. Consequently 
it had to decide whether it should con- 
tinue the manufacture of special-order 
shoes and, if so, whether the extra 
charge should be increased. 

The company employed about 1,100 





1 The standard procedure in the manufacture of 
a pair of shoes in the Darrow plant was as fol- 
lows: 

When a standard order was received by the 
factory, the clerical department made out a master 
manufacturing tag with six duplicates, which con- 
tained all specifications for the manufacture of the 
style of shoe specified. The master tag was sent 
to the storeroom, and duplicates were sent to each 
of the other departments: the lining and trimming 
room, stitching room, lasting room, sole-leather and 
heeling room, making room, and finishing room. 
Shoes were conveyed from one operation to an- 
other on wheeled racks which contained 24 pairs 
each. One set of tags was made out for each lot 
of shoes which included 24 pairs or less. For 
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men. Approximately 800,000 pairs of 
shoes were produced annually. The 
shoes were in the medium-price range 
and were sold direct to retailers. Shoes 
were manufactured for stock when ad. 
vance orders did not absorb the full 
capacity of the plant. Between 1% and 
2% of the annual production was for 
individual special orders. These orders 
were received from retailers whose cus. 
tomers occasionally wished shoes made 
according to individual specifications, 
The retailers believed it important to 
have such orders filled promptly and at 
moderate extra cost. 

To determine the selling prices of its 
branded shoes, the Darrow Shoe Com- 
pany added its manufacturing profit to 
the cost of production. In Table | is 
reproduced a complete cost-accounting 
schedule for one pair of calfskin ox- 
fords produced in June, 1923. This 
typifies the collection of costs for a 
single style. From it an idea of the 
number and kinds of operations neces- 
sary, as well as the cost of each, may 
be gained.! 
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special-order shoes, tags had to be filled out to 
state the manufacturing requirements for each pair. 
On the tags were specified the requirements and 
directions for cutting, fitting, bottoming, and fin- 
ishing. 

The master tag was sent to the pattern and last 
department where the proper patterns and lasts 
were issued. From there it went to the storeroom 
to authorize the issue of leather for uppers. The 
leather and pattern were delivered to the cutting 
room, and the last was sent to the lasting room 
to await the finished upper. Under normal condi- 
tions, shoes were manufactured and ready for de- 
livery in 22 days after the specifications were '* 
sued. 

Although some standard stock was stamped by 
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machine dies, nearly all the uppers were cut by 
hand. In the cutting department also was per- 
formed the skiving operation in which the edges 
of uppers were shaved so that the joints over- 
lapped when the pieces were sewed together. When 
the requirements for a one-case lot, namely 24 
pairs of shoes, were completed, uppers were tied 
into bundles which contained the vamp, quarter, 
top, and foxing, and were sent to an intermediate 
assembly bench. 

The linings and trimmings were cut by machine. 
Both linings and trimmings were then stamped 
with the size, width, and case number of the let 
and sent to the assembly bench. At the assembly 
bench the uppers, linings, and trimmings were 
placed on racks and transported through a runway 
into the stitching room. Stitching operations were 
determined by the style of the shoe. The stitching 
was done on special sewing machines, after girls 
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Taste I. Cost-ACCOUNTING SCHEDULE Taste I. Cost-AccounTING SCHEDULE 
accounting schedule for one pair of . 
may Prego produced in June, 1923 sites 
Viererial or Process Cost Material or Process Cost 
; Cutting-room labor ......... $0.29 
Tp eoeees see $1.32 Stitching-room labor ........ .30 
Top Sole, heel, and counter....... .08 
Foxing | Making-room labor ......... .50 
Tongue ..--+++ceeeeeceees .03 Finishing-room labor ........ 075 
Tongue lining ...-.+++++++- -03 Treeing labor .............. .09 
Doubler .....+-++eeeeeeees 005 FREE Seediivcwsc..+ 
Inside lace ... ++ +e+eeeeeree 03 General labor (shipping room, 
Heel pieces ....-++e+eeeeees Ol paymaster department, tag 
Top facing ....++++eeeeeers 04 department, office expenses)  .12 
Total upper cost...... $1.465 Total labor cost® .... $1.485 
Outer sole (9 irons).....+.-- $0.65 Manufacturing expenses (all 
Inner sole ......sccccsccecs 25 items such as_ insurance, 
Welle ....0c0sc0sdseee eee 075 taxes, trucking, freight, light, 
Counter (leather) ......++-- 09 heat and power, brushes, 
Heel (leather) .......-+45- Il cleaning fluids, and inciden- 
Top lift ......0eccessunnue .10 MCE aac ca sts 8 $0.35 
Box toe (leather).......++. - 08 Shoes loss allowances........ .03 
Total bottom cost..... 1.355 Royalty - (to the United Shoe 
Eyelets ......+0+c0neal $o.01 Machinery Co.) ......... 08 
Gerap ....0s0cecsee see Ol ME Grdtndaieadens 0.46 
_ Se 03 Total manulecturing 
errr 005 t $ 
i. Metis 045 Sal —- et ceili a tied Di 3s 8 4-915 
Cartems ...ccccees cee .02 eo ~ +o eb faite ce da = 
: Sales discount .............. .06 
Total supplies cost... . 0.12 Sales commission ........... .30 
General findings cost........ $0.15 15 
A Total sales expense... . 54 
Gross materials cost... $3.09 ’ 
Purchase discount .......... $0.12 12 Selling cost ........++. eeeee $5.455 
Net materials cost... . $2.97 * Both direct and indivect labor costs. 








had marked the places to be stitched and perfo- 
rated. The following stitching operations were 
performed on all shoes: seaming, lining, staying, 
making, perforating, vamping, fancy stitching, tip 
stitching, eyeletting, and sealing with temporary 
lacings. Other possible operations were double 
and triple stitching, fancy perforating, pairing, and 
sewing on buttons or buckles. In all there were 40 
possible operations in the stitching of the uppers. 
All work was done on machines; workers, with 
the exception of the apprentices, were paid piece 
rates. The linings were sewed together by machine 
and pasted to the sewed uppers by hand. When 
the stitching process was completed, the uppers, 
linings, and trimmings were bundled and sent in 
the racks to the lasting room. The assembled up- 
pers were then ready to be attached to the welt, 
sole, and heel. 

In the lasting department, the sewed uppers and 
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The manufacturing expenses listed 
in Table I corresponded to general over- 
head expense listed in most factories. 
The proportions of the above costs were 
approximately: labor, 25%; material, 
50% ; indirect expenses, 25%. 

Labor costs included the piece and 
time wages paid for direct and indirect 
labor in each department. Of total 
labor cost, 60% represented piece wages 
and 40% day wages. The total labor 
cost per pair of standard shoes aver- 
aged $1.45, of which $1.25 was for 
direct labor. The overhead cost, listed 
as manufacturing expense in the sched- 
ule, was estimated from the preceding 
season. The company gaged the ap- 
proximate total sales for each season 
and applied the rate of overhead used 
in the preceding season, when sales in 
each period were approximately the 
same. Otherwise, the rate for the new 
season was modified according to the 
expected difference in output. 

The cost of manufacturing special 
orders was considerably greater than 
the cost of standard lots of shoes. Be- 
cause of the indirect losses of time and 
effort and the interruption of produc- 
tion schedules, the cost accountant was 





(Footnote 1, continued) 
linings were paired with the lasts brought from 
the pattern room. Eight operations were per- 
formed. The last was fastened on the machine, 
and an insole was tacked to the last. The upper, 
to which the lining had been pasted, then was 
placed over the last, the counter was put in, and 
the upper was tacked over the last. The “pulling 
over” machine pulled the upper tightly over the 
lasts and tacked it in place. A toe wire was 
stretched firmly around the “pulled over” ends of 
the tip at the bottom of the upper parallel with 
the insole and tacked to the last. The excess upper 
and lining was trimmed by machine. It was nec- 
essary that the “pulling over” process be accurate 
because it gave the shoe its permanent shape. 

The company stocked soles and heels; the soles 
were cut in sizes and passed through a machine 
which measured the thickness of the leather and 
stamped it upon the bottom. 

In the making department 21 
curred: 


operations oc- 
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not able to obtain accurate cost figures ject te 
which would show whether or not the order 
production of special shoes on the pres. confir 
ent price basis returned a manufactur. part 
ing profit to the company. There were ll 
however, several items of cost on which ae 
it was possible to make direct compari- and t 
son. of sh 
The company had to pay a worker Je *" § 
1% times the ordinary piece wage when skin 
he performed a piece-rate process on man 
the special-order shoes. The shoe the 
workers’ union had secured this provi. the s 
sion because the worker's productivity store 
necessarily was lower when he was retur 
transferred from quantity output of sim. mack 
ilar shoes to work on individual pairs. chan; 
The production manager stated that, >> 
because of the changes in process and aha 
consequent loss of time, the men always va 
left the work on the special orders until ard 
the last. For the same reason the com- rack 
pany charged to special orders 1 the 
times the ordinary day wage on proc. ried 
esses paid for on a time basis. In ad- Meld; 
dition to these extra costs, special orders Th 
were charged with the exact price of Ceme 
the new last and pattern if these had to Pent 
be purchased. et 
Orders taken by salesmen were sub- and : 
W elting ied 
The welt was a strip of leather sewed to the Th 
bottom of the insole around the lower edges of the pe 
upper. Th 
Tack-pulling : 
Part of the tacks which held the uppers to the a 
lasts were pulled out. A 
Seam-trimming : 
The excess of uppers, leather, and lining re 00 


maining was trimmed until flush with the edge 


of the welt. 
Flattening out welts Leve 
The welt was flattened so that it would not be TI 
curled before the sole was sewed. to sh 
Tacking on shanks Heel 
The shank was a strip of wood or metal covered TI 
by leather which was tacked on the insole under Slug 
the arch of the shoe. Ti 
Bottom-filling Baris Hee 
The insole was covered with a combination © B; 


rubber and cork until the bottom of the shoes w# 
flush with the welt. 





































figures ject to acceptance by the factory. Each 
not the order for a special pair of shoes was 
1e pres. confirmed by mail. The production de- 
ifactur. partment then _made the production 
€ Were tags. As much time and paper were con- 
1 Which sumed to conduct the correspondence 
mpari- and to make the tags for a single pair 
of shoes as for a 24-pair lot of stand- 
ard shoes. In the storeroom a single 
skin was selected and sent with the 
manufacturing tag to the cutter. After 
the uppers were cut, the remnants of 
the skin often had to be returned to the 
storeroom. The last and pattern were 
returned to the pattern room. On every 
machine process the worker had to 
change the adjustment of the machine 
to insert the special-order shoe. From 
a half-minute to a minute was required 
to accomplish each adjustment. Stand- 
ard shoes were transferred on wheeled 
racks from one machine to another, but 
the special-order shoe had to be car- 
ried by hand. The foreman of each de- 
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Molding outsole 

The outsole was rounded to fit the arch. 
Cementing outsole 

The outsole was cemented to the insole. 
Rough-rounding and channel-cutting 

Excess edges of the outsole were ground off, 
and a channel was cut into the sole where stitches 
were to be located. 

Goodyear stitching 

The sole was sewed to the welt. 

Cementing channels 

The channel was cemented and placed down 
over the stitches in the sole. 

Nailing heel set 

A row of nails was driven through outer and 
inner sole around the outside edge of heel. 
Rough-rounding heel 


Excess outsole over heel was ground away. 
Leveling 


> sub- 


to the 
of the 


to the 


The bottom of the shoe was pressed to conform 
to shape of last. 

Heeling 

The heel was tacked on. 

Slugging 

Top of heel piece was put in place. 
Heel-rounding 


Excess of heel top was trimmed. 
Breasting heel 
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partment had to make a detailed inspec- 
tion of each special-order pair of shoes. 
In the stitching room three laborers 
were occupied wholly, and another man 
half the time, in carrying  special- 
order shoes between machines. The 
special-order shoes retarded production 
throughout the factory, additional labor 
was expended, time was lost, detailed 
attention was given to inspection; in- 
dividual numbers had to be stamped, 
and individual finishes applied. Although 
the company completed standard shoes 
in 22 days, it attempted to enforce 10- 
day schedules for special-order shoes. 

In the packing room, individual car- 
tons were provided and labeled for 
special-order shoes, and the carrying 
charges were prepaid. The shipping 
room packed these cartons in individual 
containers and paid parcel-post charges 
to the customer; standard shoes, how- 
ever, were packed in case lots in wooden 
boxes for freight shipment. 





The edge of heel next to arch was cut to proper 

shape. 
Scouring heel 

Heel was sandpapered. 
Edge-brushing 

Edges of sole and heels were brushed and sand- 
papered. 

Edge-setting and -staining 

Sole edges were trimmed and stained. 

After these operations, shoes were sent to the 
finishing room. Here the bottom heel was stained 
or left rough, according to specifications. Heels 
were brushed and polished. Temporary laces were 
removed from the eyelets and thread ends were 
burned off. 

In the treeing room, to which the shoes were sent 
after finishing, the sock lining was put in and 
pasted to the top of the insole. The bottoms were 
stamped with the trade-mark, and in some cases 
with the name of the retailer who ordered the 
shoes. Shoes were treed, cleaned, ironed, and final 
inspection was made. Laces were threaded into 
the eyelets and patent-leather shoes were flamed 
to give them additional luster. 

The shoes were then sent to the packing and 
shipping room. There they were brushed and 
packed into cartons which had previously been 
labeled. The cartons were boxed in wooden cases 
and marked for delivery. 
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Because of the disadvantages of 
manufacturing special-order shoes, the 
production department urged that 
orders for them no longer be accepted. 
The sales force maintained, however, 
that the good-will of retailers was en- 
hanced by the policy then in effect; that 
the marketing of medium-price shoes 
was highly competitive; and that the 
company must stress the prestige of its 
product. Since competitors offered 
special-order service, it was felt that the 
failure of the Darrow Shoe Company 
to do so would cause many retailers to 
place all orders with the other manu- 
facturers. 

It was impossible to estimate the 
value of the good-will which resulted 
from the acceptance of special orders. 
The proportion of special orders, more- 
over, was insufficient to justify a sep- 
arate department for making them, be- 
cause of the necessity for duplication of 
expensive machinery. Since economical 
manufacture of moderately priced shoes 
was dependent upon mass production 
and maximum use of machinery, to have 
the special shoes made by hand would 
have entailed prohibitive costs. 

Despite the objections from the pro- 
duction standpoint, the Darrow Shoe 
Company decided that the marketing 
advantage was sufficient to justify ac- 
ceptance of special orders. Further- 
more, the company concluded to retain 
the one-dollar charge on the ground 
that an increase in the extra charge 
might defeat the purpose of its present 


policy. 
Production Aspects 


From the production standpoint, the 
request made by the production depart- 
ment, that special orders be discon- 
tinued, is entirely warranted. The de- 
lays and difficulties caused by putting 
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special orders through a shop eon; 
for standard mass ciedeaies ad 
known to any one acquainted with sh 
management. If these special orders 
were allowed to fill in the normal inter 
ruptions in the schedule, the difficulties 
would be minimized. In this case, how. 
ever, special orders are also rush orders 
Ten days are allowed for their comple. 
tion, as contrasted with 22 days for the 
standard product. This combination of 
special jobs on a rush schedule places ; 
burden on the plant, the cost of which 
is difficult to measure. 

If these special orders were discon. 
tinued, better utilization of equipment 
would result through elimination of the 
idle time incurred in setting up machines, 
and the inevitable extra delays caused 
by interrupting the schedule of stand. 
ard production. Aside from the direct 
saving in overhead in the operating de. 
partments, economies would be effected 
automatically in auxiliary departments. 
Regular repetitive production would en- 
tail less expense in the way of record 
keeping and the maintenance of various 
control devices. Better control of ma 
terials, simpler accounting methods, and 
closer scheduling and planning would 
be possible. Furthermore, this simplif- 
cation of product would have a bene 
ficial effect on the morale of the oper- 
ating force. In spite of all that may be 
said against the system of minute di- 
vision of labor, it prevails in most mass- 
production shops and the workers have 
learned to operate automatically. 
Special orders interrupt the routine, and 
the repetitive habit is broken. The re 
sult is dissatisfaction and the loss of 
momentum. After the special oper 
tion is completed, a period of time 's 
required to get back into the swing of 
the normal routine. An even mort 
serious effect is on the morale of the 
foremen. They see their schedule 1 
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Wuipped MM terrupted and they are called upon to 
re well ME make additional inspections when other- 
h shop HAE wise occupied. This causes dissatisfac- 
orders MAME tion and reduced efficiency. 

| inter. Although these factors are difficult 
iculties MM to evaluate, they are nevertheless ex- 


tremely important. They show clearly 
that the plant could operate more 
smoothly and at a lower unit cost if 
special orders were not accepted. 

It is possible that other considera- 
tions may make it inadvisable to discon- 
tinue special orders altogether, although 
this would be desirable from a produc- 
tion standpoint. It should not be nec- 
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orders does not cover the additional 
cost. Although, as indicated by the 
Darrow Company’s accountant, it is im- 
possible to calculate accurately the cost 
of these orders, it is possible to make a 
rough estimate so as to show that the 
extra charge for producing orders is 
inadequate. Experience has shown that 
the direct labor cost involved in mak- 
ing up special orders is 50% greater 
than that chargeable to the standard 
product. The reason for this increase 
in cost is that the operation and make- 
ready require about 50% more time. 
Since the time of operation is increased 
50% it seems logical that the overhead 
chargeable to these orders should in- 
crease accordingly. Obviously the 
amount of fixed overhead, such as heat, 
light, rent, insurance, and taxes, allo- 
cable to each pair of shoes varies in 
direct proportion to the time consumed 
in its manufacture. The variable over- 
head, however, should change with 
Variations in output. The royalty for 
machine use and the cost of supplies re- 
mains on a per-pair basis. On the other 
hand, certain variable overhead ex- 
penses increase enormously on special 
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orders. Indirect labor used in trucking, 
handling, and clerical work is multiplied 
many times because of the fact that as 
much time and labor are required to 
route and move one pair of shoes 
through the plant as to handle 24 pairs, 
the standard lot. A production tag 
must be made out for each pair, a 
single skin must be selected and brought 
from the storeroom, each pair must be 
carried from machine to machine and 
from department to department by 
hand, and, finally, the unused portion of 
the skin must be returned to stores. 
Aside from these increases in the in- 
direct labor of the production depart- 
ments, the labor and expense required 
in other departments are increased. For 
example, additional correspondence is 
required to confirm special-order sales, 
individual packing is necessary, and the 
shipping cost exceeds the shipping cost 
of the standard product by the differ- 
ence between parcel-post rates and 
freight rates. In view of the fact that 
the fixed overhead per pair is increased 
50% and that part of the variable over- 
head is increased many times while the 
remainder does not change, it is believed 
that a 50% increase in overhead is a 
conservative estimate. Thus, by assum- 
ing that material cost does not change 
and that both labor and overhead on 
special orders exceed the labor and 
overhead on the standard product by 
50%, it is found that the additional cost 
of a special order would be about $1.40. 
This figure is based on the cost per pair 
given in Table I. (Although Table I 
gives the cost of a specific style of shoe 
it may be considered to be fairly repre- 
sentative.) This cost, however, does 
not include any charge for the unmeas- 
urable items, such as extra delay caused 
by poor scheduling, the intangible in- 
crease necessary in the auxiliary depart- 
ments, the cost of the new last, or the 
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loss in profit on the standard product 
on account of decreased production. It 
is therefore believed that, in order to 
make a profit on these orders, the addi- 
tional charge must be increased. Just 
how large an increase is necessary is un- 
certain because of these unmeasurable 
costs, but it is evident that the present 
charge of $1 extra is not sufficient. 

The conclusion drawn from the pro- 
duction phase of this problem is that, if 
possible, the company should discon- 
tinue accepting special orders. If this 
is not possible, the price of these orders 
should be raised to a point where the 
company is remunerated for the addi- 
tional burden. 


Marketing Aspects 


From the standpoint of distribution 
the problem presents three major as- 
pects. The first of these is the effect 
on the merchandising plan of the com- 
pany in the long run. The second is 
concerned with the immediate effect on 
sales which such a change would bring 
about. The third considers the time- 
liness of the proposed change. 

From a long-run point of view the 
competitive position of the Darrow 
Shoe Company would be improved by a 
change in the present policy, which 
would involve either the elimination of 
special orders or the making of a sufh- 
cient charge for such orders so that no 
additional burden would be placed on 
the shoes regularly produced. This 
would in time allow a reduction in price 
or an increase in quality. Because of 
the pressure of competition in the field 
which this company covers, price plays 
a far more important part than in the 
case of concerns making higher-grade 
shoes. Accordingly, the customers of 
the company would be better off ulti- 
mately under such a plan. It would, 
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therefore, appear to be to the advan. 
tage of the retailer to place his special 
orders with plants equipped to handle 
them and to continue purchasing his 
regular stock at a lower price from the 
Darrow Company. 

Practically, however, a plan of this 
kind would not work out. Here a cop. 
sideration of the short-run factors, 
which play a part in the distribution 
policy, is necessary. Undoubtedly the 
pressure for keeping in effect the pres. 
ent policy of accepting special orders at 
a nominal additional charge has come 
about through the feeling that distribu. 
tion of the product is aided in this way. 
It is usually found in such cases that 
the sales department is strongly of the 
opinion that special-order service cre. 
ates good-will on the part of retailers 
because it enables them to serve their 
customers better. The individual sales. 
man feels that it helps break down sales 
resistance if the retailer can be told that 
the company will supply any type of 
shoes for which his customers may ask. 
It is believed, however, that the im- 
portance of the policy, as far as furnish- 
ing sales argument is concerned, is 
greatly overemphasized. As a matter 
of fact, the salesman may show his cus- 
tomers where it is actually as much to 
their advantage to eliminate special 
orders as it is to the advantage of the 
manufacturer. 

Customers who require special-order 
shoes fall into two classes, those who 
require end sizes and those who desire 
unusual styles or a missing size of 4 
broken-lot style. The first class must 
be sold a special-order shoe, or the sale 
is lost. This class of special orders 
obviously cannot be eliminated. The 
second, however, can frequently be per- 
suaded by proper sales effort to buy 4 
style which is in stock. The manufac. 
turer's salesman, therefore, in offering 
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special-order service not only works a 
hardship on the factory, but also tends 
«o make the dealer depend on getting 
orders, instead of placing sales 
emphasis on the shoes which he has in 
stock. This eventually causes a slowing- 
up in his stock-turn, and a consequent 
loss in profit. Furthermore, the retailer 
must bear increased sales costs on 
special-order goods, for it requires more 
time and effort to sell these than the 
regular stock. 

There is an additional disadvantage 
to the manufacturer which may result 
from a liberal special-order service. 
Oftentimes under such conditions the re- 
tailer does not buy so large a number 
of styles as he may normally expect to 
sell, but depends upon getting the addi- 
tional stock required through special 
orders. Thus the factory becomes a 
supplementary stock-room for the re- 
tailer. Although a practice of this kind 
may increase the dealer’s stock-turn 
slightly, it will ultimately result in in- 
creasing the costs of merchandise to him 
and also in loss of customers, since it is 
the function of a successful retailer to 
have the goods at the right place, at 
the right time, and at the right price. 
A retailer should realize that special 
orders are an added service, not a 
means of carrying stock. The manufac- 
turer cannot be expected to assume this 
merchandising function which properly 
belongs to the retailer. This practice 
does not appear to have shown itself 
among the customers of the Darrow 
Shoe Company up to the present, but 
it is one danger to which the placing 
of emphasis on special-order business 
may lead. 

Since it is to the disadvantage of the 
retailer as well as the manufacturer to 
sell special-order goods, there should 
be little increase in sales resistance if 
this fact is properly pointed out to him. 


special 
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Customers who are lost as a result of 
such a change in policy are usually un- 
desirable from the standpoint of both 
the retailer and the manufacturer. It 
should be pointed out to the retailer 
that production economies arising 
through the discontinuance of special 
orders will ultimately be passed on to 
him. It is true that the saving per pair 
of shoes produced would not be great 
at the present time; but if the special- 
order business were permitted to increase 
in importance, the competitive position 
of the company would be weakened. 

The time factor is an important one 
and should not be neglected. Careful 
consideration must be given general 
business conditions before making a 
change in the established policy of the 
company. The custom of the trade has 
been for manufacturers to accept 
special orders, and an attempt to change 
suddenly such a long-established custom 
is not a small undertaking. It is a diff- 
cult problem to appraise the probable 
loss in sales which would result from 
adopting such a policy. One thing, 
however, appears probable. The loss 
in sales would depend upon trade con- 
ditions at the time the policy is insti- 
tuted. For example, on a “‘seller’s 
market,” although the displeasure of 
the purchaser may be incurred, few 
orders would be lost because the goods 
would not be available elsewhere. On 
the other hand, if the market favored 
the buyer, many purchasers might place 
their entire orders where special service 
was offered. 

In August, 1923, when the Darrow 
Company made its decision to continue 
the special-order service as previously 
carried on, conditions were such that it 
would have been impracticable to adopt 
a policy of refusing special orders. 
There was a “buyer’s market” and shoe 
manufacturers were forced to make con- 
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cessions to customers in order to retain 
their trade. In sympathy with the gen- 
eral business decline which began in the 
second quarter of 1923,” shoe sales took 
a slump during the summer. Although 
the actual volume of shipments com- 
pared favorably with the volume dur- 
ing the same period of the previous 
year, sales did not measure up to 
expectations. Trade journals, which 
usually present the most optimistic 
views of market conditions, reported 
that orders for the fall trade were 
light. The general feeling of unrest 
prevailing in industry and the agricul- 
tural depression were the causes to 
which the slackening of business was at- 
tributed. As a result buyers were in- 
different, and the time, therefore, was 
an inopportune one to attempt to force 
unusual policies upon the trade. 

It must be borne in mind that it never 
would be possible for the Darrow Shoe 
Company to eliminate entirely its 
special-order business. At best it can 
hope only to keep this business from in- 
creasing or from being carried at a loss. 
There will always be some demand for 
special orders on the part of those per- 
sons who cannot be fitted in the regular 
sizes. Such orders, however, are not 
rush orders. It is the order fora special 
style which must be rushed through. 
The adoption of a policy of putting 
through special orders with the regular 
orders rather than making rush orders 
of them and, furthermore, of charging 
actual costs to such orders should result 





2See Weekly Letters of Harvard Economic 
Service for this period. 


®See comments in Weekly Bulletin of Leather 
and Shoe News for August, 1923. 
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in the gradual discouragement of 
necessary orders of this type. 
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This case illustrates the conflict of 
interest which frequently arises between 
the production and sales departments of 
a manufacturing plant. Although the 
constant cry of the sales department is 
for additional service features, the pro- 
duction department ordinarily can get 
maximum economy only through mak. 
ing goods on a standard basis. As the 
solution suggested indicates, however 
the two departments have a common 
interest; namely, the placing of the fn. 
ished product in the consumer's hands 
at as low a price as possible; and there. 
fore, the obstacles in the way of work. 
ing out a program which will be satis 
factory to both are not so great as 
commonly supposed. 

The case also brings out a principle 
of general significance which may be 
stated as follows: In a highly competi. 
tive market where quality at a price is 
of preeminent importance, a manufac 
turer should concentrate his efforts on 
mass production, eliminating as far as 
possible the special service features 
which are more properly a part of the 
merchandising scheme of a manufac 
turer of high-grade products. It is 
believed that the Darrow Shoe Com- 
pany should have made an attempt to 
reduce its special-order business as 4 
means of attaining this end. From a 
long-run point of view the blanket de 
cision of the company to continue ac 
cepting special orders at an inadequate 
additional charge appears to have been 
unsound. 
















































AND PRICE TO AN 


HE three cases! presented below 
illustrate certain principles affect- 
ing and governing the addition of new 
products of different quality and price 
to lines which already are well estab- 
lished in the market. No specific at- 


the prom tempt has been made to discuss the ac- 
can get tions of the companies, the cases being 
th make cited merely to show the results of the 
As them action of the above-mentioned prin- 


ciples. The case of the Badger Watch 


owever 
‘HE Company indicates the result of adding 


-Ommon 


the fin Mm a product of higher quality to an estab- 
s hands lished line. The second case, that of 
d there MME the Garfield Tire Company, illustrates 
f work. the effect of adding a product of lower 


quality to the line previously carried. 
The last case, that of the Victor Jewelry 
Company, brings out some of the limi- 
tations of the application of the prin- 
ciple. 
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A Case of “Trading Up” 


In 1910 the Badger Watch Company 
bought the plant and other assets of 
the Lincoln Watch Company, which 
was in the hands of a receiver. The 
purchase seemed to be a bargain to the 
oficers of the Badger Watch Company, 
although at that time they had no defi- 
nite plan for the use of the property. 

After the purchase had been made, 
he Badger Watch Company decided to 


cet de- nanufacture watches in nickel cases to 
ue ac: sll at a retail price of $5, and in gold- 
equate filled cases at prices varying between 
> been $7 and $15. These products were to 


be sold directly to retailers by the sales- 
men of the Badger Watch Company. 
Because the salesmen spent approxi- 
mately half their time in traveling, it 
was expected that the addition of a new 
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ESTABLISHED LINE 


line would aid substantially in reducing 
the ratio of selling expense to sales. 

Previous to the purchase of the Lin- 
coln Watch Company, the Badger 
Watch Company had been producing 
watches which were sold at a retail 
price of $1 each. These watches were 
advertised extensively and were carried 
in retail jewelry stores and in various 
other types of stores in virtually every 
city and town in the United States. The 
Lincoln Watch Company had manufac- 
tured watches of good quality which 
sold at fairly high prices. 

After the acquisition of the Lincoln 
plant, the Badger Watch Company 
manufactured a new line known as 
Badger-Lincoln watches. During the 
four years that followed, $520,000 was 
spent in advertising this line. The 
previous advertising appropriation for 
Badger watches was for the most 
part diverted during this period to the 
Badger-Lincoln watches, on the assump- 
tion that the prestige and sales momen- 
tum already attained for the Badger 
line would carry that product through 
the period without a decrease in sales 
volume. 

In the first year, the Lincoln enter- 
prise did not show a profit for the 
Badger Company, but this was not sur- 
prising since no profit had been ex- 
pected. The volume of sales attained, 
however, was considered satisfactory. 
Nine thousand retailers purchased stocks 
of Badger-Lincoln watches. Although 





1 Facts in the cases of the Badger Watch Com- 
pany and the Garfield Tire Company were taken 
from M. T. Copeland’s Problems in Marketing. 
Those in the case of the Victor Jewelry Company 
were taken from H. R. Tosdal’s Problems in Sales 
Management. 
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the average order was small, this, also, 
had been anticipated. The sales volume 
showed a substantial increase during the 
second year. In this period the orders 
were obtained chiefly from new custom- 
ers, there being few repeat orders. In 
the third year the volume of Badger- 
Lincoln sales increased slightly, but the 
number of repeat orders remained small. 
Of the 18,000 retailers who had pur- 
chased stocks of Badger-Lincoln watches 
during the first three years, only 7,000 
had placed as large repeat orders as 
had been expected. The volume of 
sales showed a further slight decrease 
in the fourth year. 

During these four years, Badger 
watches were not advertised extensively 
and only normal sales effort was ex- 
erted. In the first year, however, the 
sales of Badger watches increased 31% 
over the sales of the previous year; in 
the second year the increase in sales 
was 34%; in the third year sales in- 
creased 23%; and another increase took 
place in the fourth year. 

The evident purpose of the Badger 
Watch Company in identifying the new 
product with the name Badger-Lincoln 
was to secure ease in its introduction 
and to secure for it a permanent place 
in the market. The campaign was suc- 
cessful in introducing the new watch, 
for 18,000 retailers purchased stocks. 
Although the campaign did not give the 
product the anticipated permanent place 
in the market, as indicated by the fact 
that repeat orders were not up to ex- 
pectations, nevertheless the money ex- 
pended on such advertising was not 
wasted, for it brought about a decided 
increase in the sale of Badger watches. 
This growth in Badger sales above that 
which might normally be expected could 
be attributed wholly to the Badger- 
Lincoln campaign, because Badger 
watches were advertised but slightly dur- 
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ing the period of the campaign and only 
normal sales effort was put forth, 

Lincoln watches, as manufactured by 
the original company, had a high repy. 
tation for quality. This reputation yp. 
doubtedly helped in the introduction of 
the Badger-Lincoln line through the as. 
sociation of the names. The associa. 
tion of the names and the concentration 
of advertising upon the quality of 
Badger-Lincoln watches established for 
these watches a certain amount of pres. 
tige in the minds of the public.? The 
Badger Watch Company thus became 
known as the manufacturer of watches 
of a quality higher than that for which 
it expected to find its principal market. 
Consumers seemed to reason that a 
company producing a_higher-grade 
watch than they expected to buy would 
produce low-priced watches with greater 
attention to quality than would a com. 
pany manufacturing only the lower. 
priced product. 

The increase in Badger sales, there- 
fore, may be attributed fairly to the ad- 
ditional prestige gained by the associa- 
tion of the two grades of products. In. 
creasing the sales of the main line by 
the addition of a higher-quality product 
as was done in this case, is known as 
“trading up.” 


A Case of “Trading Down” 


In July, 1921, the Garfield Tire Com- 
pany, a small manufacturer of high- 
grade tires, decided to manufacture an 
additional line of low-priced tires in 
order to secure better utilization of pro- 
duction facilities, which had been ex 
panded during 1919 and 1920. The 





2 The failure of Badger-Lincoln watches to sel 
as expected was attributed partly to a lack of 
market for watches of that price and partly t 
association of the new line with the cheaper 
Badger watches. 
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rice differential between the two lines 
was fixed at approximately 20% of the 
price of the higher-grade_ line. The 
high-grade Garfield tires enjoyed a good 
reputation and had been advertised na- 
tionally. The company had not found 
‘t necessary to make price concessions 
to encourage dealers to push the sale 
of its product. 

Several competitors of the company 
had undertaken the manufacture of 
lines of cheaper tires, but they had fol- 
lowed no uniform practice in sales meth- 
ods. A few companies had adopted 
new brands for their lower-quality tires, 
yet had placed their names upon them 
as manufacturers. This plan met the 
demands of large wholesalers and mail- 
order houses for distinctive brands. 
Furthermore, confusion in handling ad- 
justments was overcome by this brand 
policy. It also permitted the utilization 
of good-will developed by the national 
advertising of the higher-grade tires 
which constituted the main line. 

In planning the marketing campaign 
for the new line of the Garfield Tire 
Company, it was necessary to decide 
whether the new tires should carry the 
name of the manufacturer. The intro- 
duction of the new line would have been 
facilitated by placing the name of the 
compaiy on the casings, in that a cer- 
tain amount of prestige would have 
been given by the association of the new 
line with the reputation of a manufac- 
turer of high-grade tires. 

The chief disadvantage of such a 
procedure was the confusion which 
would have arisen through the associa- 
tion of the two grades, since the differ- 
ence in quality could not have been 
readily determined by the purchaser. 
Previous to this time, the Garfield name 
had signified a certain high quality in 
automobile tires. The new line would 
be purchased largely on this reputation. 
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Because it was a low-priced line, it could 
not be expected to give the service of 
the more expensive grade. Yet there 
is a marked tendency on the part of buy- 
ers to expect this very thing. A cus- 
tomer who did not receive the service 
he expected, according to the past per- 
formance of Garfield Tires, would be 
likely to come to the conclusion that the 
Garfield Tire Company was manufac- 
turing tires on a price basis and that the 
quality of the original Garfield tires 
probably was affected likewise. Thus, 
the prestige and consequently the sales 
of the higher-priced line would be af- 
fected adversely by association of the 
two grades. 

The effect of the association of the 
two grades of quality would have been 
the same in the case of the Garfield 
Tire Company as in the Badger Watch 
Company, for the sales of the lower- 
priced line would have been increased 
at the expense of the higher. The Gar- 
field Tire Company would have been 
“trading down” rather than “trading 
up,” however, because the higher- 
quality line was of primary importance 
to the company. 


Limitations of the Principles 


The Victor Jewelry Company, lo- 
cated in New York, manufactured a 
considerable volume of medium- and 
low-priced jewelry which it distributed 
directly to retailers. The company had 
never done any advertising, except 
through the trade journals, and conse- 
quently was known only to wholesalers 
and retailers in jewelry circles. It was 
proposed that the company add to its 
medium- and low-priced line a small line 
of pearl necklaces of high quality, sell- 
ing at from $50 to $300. These pearl 
necklaces were to be advertised exten- 
sively and emphasis was to be placed on 
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their quality. The mediums to be 
used were those appealing to high-class, 
well-to-do buyers. The sales manager, 
who advocated the addition of this line, 
asserted that the advertisement of the 
high-grade pearls would give the com- 
pany’s products a prestige that they had 
not previously possessed; furthermore 
that whether the sale of the pearl neck- 
laces was in itself profitable or not, 
the advantages would be reflected in 
greater sales of the other lines of the 
company. 

There was an evident desire in this 
case to increase sales by the same 
method that was so effective in the case 
of the Badger Watch Company. The 
line to be added, however, was a rela- 
tively expensive one and could appeal 
only to comparatively well-to-do pur- 
chasers. On the other hand, the prod- 
ucts of the company had been sold in 
the past to the low and medium classes 
of buyers without advertisement or any 
active attempt to carry the manufactur- 
er’s name through to the buyers. It 
seems probable, therefore, that the pur- 
chasers of the original products of the 
company would neither purchase the 
new line of pearls nor see the advertise- 
ments. Because of this difference in 
markets and the consequent diversity in 
the appeal of the advertising mediums 
used, there would have been little or no 
prestige gained through the addition of 
the high-priced line of pearls. In this 
case, therefore, there would have been 
no opportunity to “trade up” on the 
reputation of the higher grade, because 
the two grades of products would not 
have been closely enough associated in 
the minds of the purchasers. 


General Significance 


The principles illustrated in these 
three cases hinge upon the desire to 
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trade upon the reputation of a high. 
grade and relatively high-priced Product 
in order to increase the sales of a prod. 
uct of lower quality and price. The 
Badger Watch Company increased the 
sales of its main line at the expense of 
the higher-grade Badger-Lincoln watch. 
es. Although the Garfield Tire Com. H. 
pany in “trading down” on the repu- 
tation of Garfield tires would have ey. 
perienced the same result as the Badger 
Watch Company as far as throwing 
sales emphasis on the lower-priced line 
was concerned, it would have secured 
an undesirable effect because this was 
not the line which the company wished 
to stress. The Victor Jewelry Company 
was not in a position to trade on the 
reputation of its high-grade products 
because the two grades would not have 
been associated readily in the minds of 
consumers. 
It may be concluded from the above 
that, where an attempt is made to trade 
on the reputation of a higher-priced prod- 
uct, the effect is always to develop the 
low-priced line at the expense of the 
higher. Only where the low-priced line 
is the main one, therefore, can this be 
done profitably. 
The fundamental considerations in- 
volved in the application of the above 
principles may be summarized briefly as 
follows: 
1. It must be determined which of 
the products constitutes the firm’s main 
line. 
2. It should be remembered that the 
reputation of the company will be estab- 
lished by the lowest-priced line pro- 
duced. 
3. The principles are not operative 
where the difference in quality of the 
two grades is readily distinguishable by 
purchasers. 
4. Sales in the lower-priced line are 
always increased at the expense of the 
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higher-priced, even though advertising 


stresses the latter. 
s. The principles illustrated are not 


operative unless the two grades appeal 
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to the same general class of consumers 
and are capable of ready association 
in the minds of consumers at the time 
of purchase. 


A SYSTEM OF CONTROL FOR CHAIN STORES 


HE rapid development of chain 

stores in recent years has resulted 
in focusing a considerable amount of 
attention upon their operating and con- 
trol problems. With the growth of 
chain-store companies, a large number 
of stores are placed under one manage- 
ment and necessarily are located at an 
ever increasing distance from the central 
ofice. These factors tend to make the 
problem of control one of major im- 
portance. The case of the grocery chain 
which follows is particularly significant 
in indicating certain principles which 
must be considered in developing a satis- 
factory method of control. 


The Corsom Company 


In 1918 the Corsom Company, which 
for 15 years had operated several large 
cash-and-carry grocery stores, decided 
to add one-man cash-and-carry stores as 
rapidly as it could finance them out of 
earnings. ‘The company planned first 
to open stores in communities near the 
warehouse and gradually to expand to 
more distant communities. Until 1918, 
merchandise had been charged and 
billed to the stores at cost only. Since 
the management was of the opinion that 
that method did not give the control 
essential to the satisfactory operation of 
a chain of one-man stores, it considered 
other methods of charging merchandise 
to the stores. 

At the time that the Corsom Com- 
pany contemplated expansion, it oper- 
ated six stores, all within a mile of the 
central warehouse. These stores, which 


had a sales volume of approximately 
$3,800,000 a year, sold bulk and pack- 
aged staple groceries, candy, bakery 
goods, crackers, hardy fruits, beverages, 
butter, eggs, tea, and coffee. The mer- 
chandise was grouped, by related lines, 
into nine departments. 

Fach clerk as well as each store man- 
ager was paid a fixed salary. In addi- 
tion, each store manager was paid a 
yearly bonus, which ranged from 5% to 
10% of his store’s net profit. The per- 
centage of net profit paid as a bonus 
varied with the length of time the store 
manager had been employed. The aver- 
age number of clerks in each of the six 
stores was twenty. There was one 
store supervisor who visited each store 
daily. 

The store managers requisitioned 
merchandise twice a week from the 
warehouse. A few items, such as bak- 
ery goods and yeast, were purchased by 
the store managers. The other mer- 
chandise was purchased by three buyers 
and was delivered to the stores from the 
central warehouse. These buyers were 
responsible directly to the president. 
The merchandise purchased by the store 
managers was delivered directly to the 
stores and the amounts reported to the 
central office, where payment was made. 
Such merchandise was not charged to 
the warehouse, but was charged in the 
records of the central office at cost to 
the proper merchandise departments in 
the purchasing stores. 

Merchandise received at the central 
warehouse was charged at cost, by mer- 
chandise departments, to the warehouse 
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When a store manager desired mer- 
chandise, he filled out a _ duplicate 
requisition form. This form was sent 
to the central office at the warehouse 
where the original copy was kept. The 
duplicate was returned to the store with 
the merchandise. After the duplicate 
had been used to check the shipment, 
the store manager sent it to the central 
office, where it provided the basis for a 
charge to the store. The merchandise 
delivered was charged at cost, by mer- 
chandise departments, to the receiving 
store and credited at cost to correspond- 
ing departments in the warehouse. This 
procedure afforded the central office a 
perpetual inventory, in dollars, of the 
merchandise in the warehouse. The in- 
ventory was checked every three months 
by a physical count. 

Each week a physical inventory was 
taken in the warehouse to provide an in- 
telligent basis for buying. The quantity 
of each item in stock was reported to 
the proper buyers. A buyer was per- 
mitted to purchase as his judgment dic- 
tated. If an item failed to turn from 9 
to 12 times a year, however, the presi- 
dent issued orders regulating its pur- 
chase. 

The central office fixed all retail 
prices and notified each store manager 
of any changes. Since merchandise sent 
from the warehouse was charged and in- 
voiced to each store at cost, changes in 
the retail prices did not result in any 
changes in the store accounts at the cen- 
tral office. If any merchandise was re- 
turned by a store to the warehouse, an 
entry reversing the original charge was 
made. 

Each store manager reported total 
sales and expenditures daily. Except for 
the amount needed for till money, pay- 
roll, and incidentals, all cash was de- 
posited by the store manager to the 
credit of the central office. Every week 
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the cashier’s cash in each store was bal. as 
anced by one of the clerks from the cep. for the 
tral office. The cash registers in al] the clerks | 
departments of each store were read gr 
weekly, and from them were secured the in the 
total sales by departments for the week. ugha 
These amounts were expected to check et 
with the total sales reported daily by Such / 
stores during the week and were cred. nto 
ited to the merchandise department ac. a 
counts for the separate stores. The wan 
difference between these credits and the Pre 
debits for merchandise sent to the i 
stores, less inventory at cost, was the The 
gross margin for the department in the the adi 
store. 

Every three months the supervisor, ~~ 
or some one from the central office, with : peat 
the assistance of the clerks in the store cf 
inventoried the merchandise by items wuthet 
and by departments. This inventory earniny 
was costed by clerks in the central office te 
to ascertain the amount of the store in. aa 
ventory at cost. If it was desired to re- large 
duce the value of some items from cost a 
to market, such adjustments were made aay 
at that time. To obtain the cost of mer- re 
chandise sold, the inventory for a store aien 
was subtracted from the sum of its pre- ager ¢ 
vious inventory and receipts during the plus a 
intervening period. The difference be- $400. 
tween the cost of merchandise sold and ing m 
the total sales was the gross margin for agers 
that store for the period. w he 

The overhead apportioned to a store mana 
and the store’s direct expenses were de- Thi 
ducted from the gross margin to arrive tends 
at the net profit. The overhead con- each 
sisted of warehouse expense, office ¢x- was p 
pense, and delivery expense and was visor 
apportioned to the stores according to intend 
the ratio of each store’s sales to the once | 
total sales. sponsi 

In the opinion of the executives of the | who ° 
Corsom Company, the existing system stores 


could not be used satisfactorily in the 
operation of a chain of one-man stores. 
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Because the managers to be employed 
for the one-man stores would be sales 
derks primarily and would not have the 
executive ability of the store managers 
in the large stores, additional checks 
were needed. The system in use did 
not give a check on inventory shortages. 
Such a check was considered necessary 
‘1a chain of small stores because of the 
possibility of incurring heavy losses in 
this manner. 


Proposed Program of Expansion 


The company desired to expand by 
the addition of small stores rather than 
large ones. This plan seemed to offer 
greater possibilities, and followed what 
appeared to be the tendency at that 
time. Expansion was to afford an 
outlet for the accumulated and future 


earnings of the company. As fast as 


the accumulated earnings permitted, 
new stores were to be opened. The 
large stores were to be retained, but 
all new stores were to be of the one- 
man type and were to carry complete 
stocks of bulk and package staple gro- 
ceries. It was decided to pay the man- 
ager of each new store a fixed salary 
plus a 2% commission on all sales over 
$400 per week. This was the prevail- 
ing method of paying chain-store man- 
agers in that district. No change was 
to be made in the compensation of 
managers of the large stores. 

here was to be a store superin- 
tendent for every 16 one-man stores, 
each of which he would visit daily. It 
was planned to place a district super- 
visor in charge of every § store super- 
intendents; he would visit each store 
once in two weeks. He would be re- 
sponsible to the general store manager, 
who would have supervision over all 
stores and store employees. 
It appeared to be impractical to de- 
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partmentize one-man stores, because the 
size of the stock carried would not war- 
rant the added expense of handling de- 
tailed records. In the central-office 
records, consequently, the merchandise 
items for each small store would be 
combined in one account for that store. 
Records classified by departments, how- 
ever, gave a more accurate basis for 
control than records classified by stores; 
therefore, since the Corsom Company 
already had established a system for 
keeping merchandise records by depart- 
ments in the warehouse and in the six 
large stores, it planned to continue to 
classify by departments the records of 
those six stores and of the warehouse. 

Such items as bread and yeast were 
to be purchased by the managers of the 
small stores, and those purchases were 
to be reported to the central office where 
payment was made. This merchandise 
would be charged to the stores in the 
same manner as merchandise delivered 
from the warehouse, except that it 
would not enter the warehouse account 
at the central office. 

According to the procedure outlined 
for keeping merchandise records for the 
one-man stores, merchandise received 
at the warehouse was to be debited at 
cost to the various merchandise depart- 
ment accounts. From the warehouse it 
was to be delivered on requisition to the 
stores. The requisitions were to be in 
duplicate and were to follow the same 
routing as under the old method. The 
duplicate requisition which accompanied 
the merchandise to the stores would 
show only the quantity and the retail 
price. Upon being returned by the store 
manager to the central office, this 
requisition would be costed and the 
amount of the mark-up entered. It 
would then furnish the necessary in- 
formation for charging the merchandise 
to the store both at cost and at retail, 
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as was contemplated under the proposéd 
plan. 

When the original stock was de- 
livered, the store was to be charged at 
cost and at retail with the merchandise. 
The warehouse merchandise depart- 
ment accounts were to be credited with 
the cost of this merchandise and a Re- 
serve for Inventory account for each 
store was to be credited with the differ- 
ence between the cost and retail prices, 
or the original mark-up. 

After the original stock was placed 
in a store, subsequent shipments of mer- 
chandise on requisition would result in 
entries charging the store at cost and at 
retail, crediting the warehouse mer- 
chandise department accounts for the 
cost of the merchandise, and crediting a 
Gross Margin account for the mark-up. 
It was proposed to carry only one Gross 
Margin account for the system. It will 
be noted that although the mark-up on 
the original stock was to be carried to a 
Reserve for Inventory account, mark- 
ups on subsequent shipments were to be 
credited to the Gross Margin account. 
The reason for adopting this plan was 
the expectation that the store’s inven- 
tory would not vary appreciably from 
period to period, so that the Gross 
Margin account would show actual 
earned gross margin, subject to minor 
adjustments to be considered later. 
Sales were to be credited to each store 
as reported. 

The store managers were to keep 
records of daily sales and to report the 
weekly totals to the central office. Ex- 
penditures for pay-roll and incidentals 
also were to be reported, and the re- 
mainder of the cash received, after de- 
ducting till money, was to be deposited 
daily to the credit of the central office. 
The inventories were to be taken on the 
average of once a month by a traveling 
squad of three men, who were to work 
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under the supervision of the stor 
intendent. 

Merchandise returned to the centra| 
warehouse would result in a reversal of 
the original charge. Changes in retai 
prices were to be made at the central 
office. If a price was increased, each 
store was to be charged at retail with 
the price increase per unit multiplied by 
the number of units in stock, and the 
Gross Margin account was to be cred. 
ited with a like amount. If a price was 
reduced, each store was to be credited 
with the amount of reduction, de. 
termined by multiplying the number of 
units in stock by the amount of the re. 
duction per unit, and the Gross Margin 
account was to be debited with the same 
amount as that which was credited to 
the store. 

The physical inventory of each store 
was to be taken only at retail, not in 
units of quantity. This was to be com- 
pared with the book inventory secured 
by subtracting all retail credits from the 
retail debits on the store account in the 
central office. The book inventory was 
to be corrected whenever a physical in- 
ventory was taken. If there was an in- 
ventory shortage, the store would be 
credited with the amount of the short- 
age at retail and the Gross Margin ac- 
count debited by that amount. Thus, 
the entire loss incurred through an in- 
ventory shortage was to be absorbed. 
Since the cost as well as the gross mar- 
gin on merchandise lost through inven- 
tory shortage was a loss to the Corsom 
Company, this entry did not deflate fc 
titiously the Gross Margin account. An 
inventory overage would result in an 
entry which would be the reverse of the 
one just explained. Thus, there would 
be added to the Gross Margin account 
the cost of such items as made up the 
overage. The Gross Margin account, 
however, would not be inflated 1c 
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titiously to the extent of the cost value 
of such merchandise, because the retail 
value secured from the inventory over- 
age would be a total gain. 

If the corrected book inventory at re- 
tail was smaller than the retail value 
of the original stock sent to a store, it 
would indicate that more profit had been 
realized than was shown by the Gross 
Margin account. It will be remembered 
that the total mark-up on the original 
stock was to be credited to the Reserve 
for Inventory account. Now that part 
of this original stock has been sold, the 
mark-up on this part of the goods has 
been realized as gross margin, and 
should, therefore, be transferred from 
the Reserve for Inventory account to the 
Gross Margin account. It was assumed 
that the former would show the true 
mark-up on the stock remaining on 
hand. 

The amount of extra profit secured 
would be determined by applying the 
original mark-up percentage! to the 
difference between the retail value of 
the original stock, and the corrected 
book inventory, at retail. An entry then 
would be made, debiting the Reserve for 
Inventory account with the extra profit 
and crediting the Gross Margin ac- 
count. The nature of this entry would 
be the same, whether the low inventory 
figure was the result of actual sales of 
merchandise or of a stock shortage. 

For example, assuming that the cost 
of the original stock of a store was 
$1,500 and the retail price $2,000; that 
the cost of additional merchandise was 
$2,000, while the retail price was 
$3,000; that the reported sales were 
$3,200; and that the final retail inven- 
tory was $1,800; then the ledger ac- 





* The original mark-up percentage would be com- 
puted by dividing the difference between the retail 


7 and the cost price of the original shipment, 


y the retail value of the original shipment. 
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counts would appear as shown in Table 
I on the following page. 

When a stock shortage reduced the 
inventory of a store below the amount 
of its original stock, it would be nec- 
essary to debit the Reserve for Inven- 
tory account and credit the Gross Mar- 
gin account for the mark-up on the stock 
lost. This was because the entry, which 
had been made to correct the book in- 
ventory so that it would agree with the 
physical inventory, debited the Gross 
Margin account with the retail value of 
the shortage and credited the Store ac- 
count. The retail value, it should be 
noted, included the mark-up on these 
goods; therefore, unless the Reserve for 
Inventory account were debited with the 
amount of this mark-up, it would show 
an inflated gross margin on the actual 
goods remaining in the store, and the 
Gross Margin account would understate 
the realized gross margin for the 
period. 

When a stock shortage did not de- 
crease the inventory below the amount 
of the original stock, it was unnecessary 
to correct the Gross Margin and Re- 
serve for Inventory accounts in the man- 
ner suggested above, since the goods lost 
would be a part of the subsequent ship- 
ments to the store. Thus the Gross 
Margin account would already contain 
the gross margin on such goods, this 
being a credit to that account at the time 
the goods were shipped. The amount 
of such inflation would be determined 
by multiplying the difference between 
the original and the corrected book in- 
ventory for the end of the period, by 
the mark-up percentage of the mer- 
chandise shipped to the store during the 
period. The Gross Margin account 
would need to be adjusted in order to 
show the gross margin actually realized 
during the period. This would be ac- 
complished by debiting the account with 
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Tasie I. Store “A” AccountT* 























































a Cost Retail 

(Original Stock | | $1,500 | $2,000 | Sales 

‘Later Shipments 2,000 | 3,000 | Physical Inventory 

| $5,000 || $5,000 | 

Inventory $1,800 

i 
WAREHOUSE 
’ \Purchases $3,500 Original Shipmentt ix \ bs 

| at Cost (Store A) $1,500 | —— 
| Later Shipments | 
| at Cost (Store A) 2,000 
[eggs 6 
ae $3,500 $3,500 | 
we 





Gross Marcin 








| | Mark-up on Later 
| | Shipments (Store 
| 




















A) $1,000 | 

| Realized Mark-up | 

onoriginai Stock} | 
(Store A) 50 











RESERVE FOR INVENTORY FOR STORE “A” 


Realized Mark-up on Mark-up on Origi- 
Original Stock $ <5o nal Stock $ 500 | 



































| 
| 
| 
| 
' 

* Merchandise and Reserve for Inventory accounts were to be maintained for each store, but the Warehouse and Gross 

Margin accounts were to be general accounts for the system as a whole. 
This corresponds to the original stock of the store. 
¢ Computation for determining actual mark-up realized on original stock: 


Amount of gross margin on original stock 








25% mark-up 
Retail value of original stock : 
on original stock. Amount of original stock sold during period ($200) multiplied by original mark-up percentage (25%) equals §50 


the realized gross margin. py tony 
the amount determined by the above shipments during the period was $2,000 ae 
computation. The credit would be to and the retail price $3,000; if reported ci 
the Reserve for Inventory account, sales were $2,800, and if the final re- wey 
which would then show the actual gross tail inventory checked by a physical i a 
margin on goods remaining instock. For ventory was $2,200, the ledger accounts iy 
example, if the original stock of a store would appear as given in Table Il. ep 
cost $1,500 and was to sell for $2,000; With the exception of credit for the * se 


if the cost of additional merchandise mark-up on the original stock of the oe 
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Taste Il. Srore “A” Account 
























Cost Retail 

































































Original Stock $1,500 | $2,000 Sales $2,800 
. ‘Later Shipments 2,000 | 3,000 Physical Inventor y 2,200 
-| | $5,000 $5,000 
‘Inventory $2,200 
£ WAREHOUSE 
| ~~ |Purchases $3,500 Original Shipment 
| | at Cost* (Store 
| A) $1,500 
| } | Later Shipments at 
| Cost (Store A) 2,000 
iis | $3,500 $3,500 
$4 Gross Marcin 
| ‘Unrealized Mark-up on Mark-up on Later 
| Later Shipments Shipments (Store 
(Store A) $ 66.67 A) $1,000 
































RESERVE FOR INVENTORY FOR STORE “A” 








} | Mark-up on Origi-| 
nal Stock $500.00 
Unrealized Mark- 
up on Later 



































| Shipmentst 66 .67 
d Gross 
° Corresponds to original stock of store. 
} Computation for determining amount of unrealized gross margin: 
Mark-up on later shipments $1,000 
laa _ = 33'4% mark-up on 
als $51 Retail value of later shipments —_ $3,000 
later shipments. Amount of later shipments remaining in stock at end of the period ($300), multiplied by the mark-up percentage 
on later shipments (33 1%), equals unrealized gross margin on later shipments ($66.67). 
000 
orted stores and the subsequent entries to cor- a continuous, current Gross Margin ac- 
| re- rect the Gross Margin account to agree count which, at the end of the fiscal 
“re with the inventories, the Reserve for In- year, should check with the total of the 
sunt ventory account would be unchanged gross margins secured by the stores. 
| ri would show the difference between The gross margin of a store was the 
r the = cost and retail prices of the mer- amount by which the total sales of that 
* the chandise on the store shelves. This store exceeded the cost of merchandise 


method of keeping records would give sold. This could be obtained from the 
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store account. The cost of merchandise 
sold for each store would be determined 
by deducting from the total cost debits 
to the store the difference between the 
retail inventory and the reserve for in- 
ventory. 

This method of keeping records, in 
the opinion of the executives of the Cor- 
som Company, would give the control 
over the store managers necessary in the 
operation of a large chain. Store man- 
agers would be responsible for showing 
either merchandise or cash to the 
amount of the retail charges to the 
store. Inventory shortages and over- 
ages would be shown by a comparison of 
the book and physical inventories. 

The Corsom Company judged the 
value of a store by its net profit. The 
proposed method provided that a 
store’s net profit should be determined 
by subtracting from its gross margin 
direct expense and overhead of the 
store. The method of apportioning 
overhead was to be changed from an 
apportionment on the basis of sales 
volume to an allocation between the six 
large stores, as a group, and the small 
stores, as a group, in the same propor- 
tion as the relative value at cost of the 
merchandise shipped to each. When 
the amount of overhead for each group 
was determined, it was to be allocated 
to each separate store on the same basis, 
that of the cost of merchandise deliv- 
ered in proportion to the total delivered 
to the group to which the store be- 
longed. 

The physical inventory in the ware- 
house was to be taken every three 
months, as under the old plan, with a 
weekly inventory for buying purposes. 
The number of buyers was to be in- 
creased with the growing volume of 
business, but the method of controlling 
buyers was to remain the same. 

To simplify the keeping of records 
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at the central office, it was Proposed 
that the method of charging merchan. 
dise to the six large stores be the same 
as that used for the small stores, except 
that the departmental divisions used jn 
the past would be maintained. 

The new method of charging mer. 
chandise to the stores did not enable 
store manager to know the cost or 
profit on any item. To prevent them 
from concentrating on low-profit lines, 
merchandise which had a higher per. 
centage of profit than the average was 
to be starred on the duplicate requisi- 
tion blanks. The result of the new 
method might be that a store manager 
would attempt to force the high-profit 
lines on his customers in order to make 
a good showing if it were not for the 
fact that, to make the net profit ex- 
pected by the executives at the central 
office, he had to maintain a certain sales 
volume which was set according to the 
expenses directly chargeable to the 
store. If he failed to maintain this 
volume, he would lose his store. Rent 
was the determining factor in setting 
the planned sales figure for a store, be- 
cause overhead and total wages varied 
more or less directly with sales volume, 
whereas rent was a fixed expense. In ; 

The tendency of some managers to method 
overstock their stores could be offset by business 
the proposed method, since comparison In the f 
of sales at retail with the retail value applied 
of merchandise requisitioned would thus re 
show whether a store manager regularly gross 1 
was ordering more merchandise than was to 
his sales volume warranted. The un- invento! 
derstocking of a store could be prevent: as aw 
ed in the same manner. margin 

A possible modification of the pro- stances 
posed system might have provided that in use, 
at least once a year the physical inven- on clos 
tory be costed by clerks in the central wee 
office in order to arrive at the cost ns 


colm P. \ 
valuation of store inventories. 1923, pp. 
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Two other possibilities, neither of 
which, however, Was given serious con- 
sideration by the Corsom Company, in- 
volved the use of the so-called retail 
method of inventory. The following 
paragraph summarizes the operation of 
the retail method of inventory ? in de- 
partment stores: 


Inventory at the beginning of a period is 
entered at both cost and retail figures, and all 
purchases during the period likewise are en- 
tered at both cost and retail, the total retail 
figure being adjusted to take care of addi- 
tional mark-up and additional mark-up can- 
celations. Thus there are available total cost 
figures and total retail figures for all merchan- 
dise handled during the period. The differ- 
ence between the cost and retail figures is the 
amount of mark-up, This is computed as a 
percentage of the total retail figure. From the 
total retail figure is subtracted net sales for 
the period plus mark-downs less mark-down 
cancelations. The remainder is a book figure 
for the retail value of merchandise on hand. 
Then the actual physical inventory is taken at 
the retail figures appearing on the price tickets 
on the merchandise. Any discrepancy between 
the retail book inventory and the actual phys- 
ical inventory is a stock shortage or overage, 
as the case may be. To the actual retail in- 
ventory figure is applied the complement of 
the percentage of mark-up in order to ascer- 
tain the inventory figure at cost. 


In applying the so-called retail 
method of inventory in the chain-store 
business, there were two alternatives. 
In the first place, this method might be 
applied to the figures for each store, 
thus resulting in the determination of 
gross margin. The other alternative 
was to apply the retail method of 
inventory to the figures for the chain 
asa whole without determining gross 
margin for individual stores. In in- 
stances in which the latter plan was 
in use, it was necessary to depend 
on close inspection of the record of 


Bee “The Retail Method of Inventory,” by Mal- 
‘olm P. McNair, Harvarp Business Review, April, 
1923, pp. 49-59. 


CASE STUDIES IN BUSINESS 


369 


goods charged to each store and care- 
ful supervision by store superintendents 
to insure that all stores were obtaining 
satisfactory gross margins. 

The proposed plan outlined in this 
case was adopted by the Corsom Com- 


pany. 


Basic Principles of Chain-Store 
Operation 


In order to furnish a background for 
an intelligent discussion of a system of 
accounting for grocery chain stores, it 
seems advisable to consider briefly the 
fundamental principles underlying their 
successful operation. 

Chain stores are able to effect some 
economies through large-scale buying 
because they can buy direct from the 
manufacturer. In so doing, however, 
they assume a number of the functions 
of a wholesaler and, therefore, must in- 
cur many of his expenses. A central 
warehouse must be operated, a buying 
force maintained, deliveries to the 
stores made, and accounting services 
performed in order to charge the stores 
with goods sent to them. Chain stores 
have an inherent advantage, however, 
in performing several of these func- 
tions. Deliveries, for instance, may be 
scheduled in a way that would not be 
possible for the wholesale grocer, and 
from a wholesale standpoint the credit 
problem is eliminated. From the retail 
standpoint the principal advantages are 
secured by the elimination of certain 
service features, such as the granting of 
credit to customers, and the making of 
deliveries. Chain stores also possess an 
inherent advantage in the possibility of 
projecting from the central office to 
every part of the system a high type of 
management. The success of a chain in 
competition with other chains ultimately 
will be determined to a large degree by 
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the effectiveness with which this is done. 
This, taken together with the elimina- 
tion of service features, enables the 
chain system to place in charge of stores 
men whose salaries are low with rela- 
tion to net sales, thus saving appreciably 
on the largest single item of expense in 
the operation of a retail grocery store.® 
To make possible the use of man- 
agers who are primarily salesmen, the 
chain must be provided with a system of 
control whereby it can direct from the 
central office the operation of each store. 
This system of control naturally takes 
the form of an accounting system. The 
first step in determining a satisfactory 
system of this kind is to recognize what 
are the definite requirements which it 
must meet in general and in its applica- 
tion to the needs of the firm in question. 
Following this, a method may be 
selected which will provide the nec- 
essary information and control with 
the greatest accuracy consistent with 
economy and simplicity in operation. 


What Requirements Must Be Met? 


The first requirement of any account- 
ing system is that it furnish the owners 
of a business accurate information con- 
cerning their profits or losses during a 
given period. In addition to this, it 
must give the necessary information for 
the periodic balance-sheet so that the 
financial condition of the firm at that 
time may be shown. 

After the first requirement has been 
met, the primary function of a chain- 
store accounting system is to provide an 
adequate basis for control. When the 
major executives are unable to exercise 
direct supervision over the various 
operations of the business, and when 
relatively low salaried employees must 


a See Bulletin Number g1, Harvard Bureau of 
Business Research. 
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be given responsibility for handling the 
individual stores, the accounting system 
must be depended upon to detect the 
principal inefficiencies in operation, 
From the standpoint of merchandis 
control, it is necessary first of all for the 
company to obtain the sales volume fig. 
ures. From the sales of each store it 
should be possible to determine whether 
or not a store is attaining the volume 
which its location warrants. In shaping 
merchandise policies it is important to 
have sales figures reported frequently. 
To be of value such information mus 
be current. This will enable the com. 
pany to estimate sales for the corre. 
sponding periods from year to year, to Te 
plan the stock of the various stores in of the 
order to meet sales requirements, and to er 
plan more effectively special sales to the k 
stimulate business during dull periods. such 
The gross margin of each store also ab op 
is a necessary item of information. and ¢ 
From it the relative movement of low An 
mark-up and high mark-up goods may overl 
be determined for each store. In this wd 0 
way, contro! may be exercised over the ean 
store managers so they will not place also 1 
undue emphasis upon low mark-up lines rd . 
at the expense of high mark-up goods. mde 
In some cases it is impractical to allo- Sag? 
cate indirect expenses to individual aah 
stores. Under these conditions a net omnte 
profit figure cannot be determined, s0 at 
that it becomes necessary to use the oan 
gross margin figure of each store as an ont 
index of its profitableness. Ae the by 
If it is possible to allocate indirect ua 
expenses with reasonable accuracy, hov- “age 
ever, a net profit figure may be obtained sal : 
by subtracting total expenses from the \I 
gross margin. This figure frequently . 
gives a sounder basis for determining 
the profitableness of a store, because & 
penses may vary between stores. 
Furthermore, net _ profit frequently 
serves as a basis for the payment ° 
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g the commissions to store managers. It ed 
ystem be noted that the Corsom Company has 
t the followed this plan in its six large stores. 
: An adequate system must furnish a 
ndise basis for the determination of stock- 
yr the turn, which is another significant ele- 
¢ fig ment of merchandise control. In the 

case of chain stores, where the margin 


ore | Ny ‘ ‘ 
ot. of profit 1s small, securing a high rate of 
mae stock-turn is necessary to the success of 


the business. A rapid stock-turn implies 
that the stock investment of each store 
must be maintained at a minimum con- 
sistent with the demands of its trade. 
This can be attained only if there is a 
check on overstocking. 

The control of stock shortages is one 
of the most difficult problems of chain- 
store management. Because economy is 
the keynote in chain-store operation, 
such shortages must be checked closely 
to guard against losses through theft 
and carelessness. 

Another function which should not be 
overlooked is that of providing a means 
for obtaining a proper retail valuation 
of inventories at the stores. The system 
also must include a means of determin- 
ing an approximate cost valuation of 
per this retail book inventory, so that a 
allo- gross margin figure may be obtained at 
‘dual any time. The retail inventory figure 
a net will help to prevent the accumulation of 
A « excess stocks. Obviously the system 
» the must provide for securing an accurate 
na cost inventory figure for the stores at 
least once a year for purposes of closing 
Fivect the books. Proper valuation of inven- 
hows tories at the warehouse also is essential 
ei ‘or purposes of control and for finan- 
» the cial information. 

oatle Although the functions of a chain- 
ining store accounting system are numerous, 
“a nevertheless it must conform to the 
wom basic requirement of economy and sim- 
ently plicity in operation. It should be re- 
- membered that the purpose of such a 
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system is to project managerial control 
from the central office to the individual 
stores, so that a high sales volume may 
be reached with relatively low selling 
expense. If a system of control is ex- 
pensive to operate, it may easily offset 
the savings which its use is designed to 
accomplish. It is essential that ex- 
penses be kept low, otherwise the retail 
merchandising advantage of the chain 
store over the unit store* ‘vanishes. 
Further than this it must be easily un- 
derstandable by people of average in- 
telligence or it cannot be utilized effec- 
tively by the supervisors and other 
minor executives who come in contact 
with it. 

A final requirement of the system is 
that it conform to the particular condi- 
tions which exist in the Corsom Com- 
pany. Any system which is adopted 
should furnish the required information 
not only for the control of the one-man 
stores, but also for the control of the 
six large stores which the company now 
operates. Furthermore, the system 
must reflect the coordination which ex- 
ists in the operating policies of the 
warehouse and the stores. 


The Proposed Plan 


The plan proposed by the Corsom 
Company should now be examined in 
light of the requirements which have 
just been outlined. 

The method of charging merchandise 
to the stores at retail, which is involved 
in the plan, is sound. This makes the 
store managers responsible for either 
merchandise o: cash resulting from 
sales. Furtherinore, it obviates the ne- 


4“A unit store is a retail store without an elab- 
orate departmental organization, that is owned and 
managed as an independent unit for the sale of 
merchandise through personal salesmanship.” M. 
T. Copeland, Principles of Merchandising, p. 31. 
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cessity of the store managers computing 
mark-ups, and thereby provides an ac- 
curate and uniform control over prices. 
This is especially important in the case 
of the small stores. It is not necessary 
that managers of the small stores be 
given information concerning the mark- 
up on different lines. This is a matter 
over which they have no control and 
their possession of such information is 
not necessary for the successful opera- 
tion of the stores. In the case of the 
six large stores, however, it seems more 
desirable that the store managers know 
the mark-ups. These managers are of a 
distinctly higher type, and assume 
greater responsibility for the success of 
their stores. It is advisable, therefore, 
that they should know the mark-up on 
various lines in order that they may 
exercise closer supervision over selling 
policies. Furthermore, these managers 
have been given this information in the 
past, and a change of policy might re- 
sult in a lack of cooperation. The bene- 
fits of the greater managerial abilities 
of these men could not be realized un- 
less they were furnished essential op- 
erating information. This is not incon- 
sistent with centralized control over 
mark-ups. These store managers fur- 
nish the most intelligent contacts which 
the chain has with the public and their 
knowledge in an advisory capacity 
would be highly beneficial in setting 
mark-ups. 

The proposed plan involves report- 
ing sales and expenditures weekly. 
From the standpoint of executive con- 
trol, current information on sales is im- 
portant and, therefore, it would seem 
advantageous to have the store man- 
agers report daily. This would involve 
no addition to the system, because store 
managers already are required to keep 
this information. The expense involved 
must be balanced against the desirability 
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of having such information daily in vie 
of the fact that a partial check on daily 
sales is given through requiring stor. 
managers to make daily deposits to the 
credit of the company. 

Since the goods are charged to the 
stores at retail, and inventories ar 
taken at retail, the determination of 
stock shortages is comparatively simple 
The retail book inventory can be ob. 
tained at any time by subtracting sale 
from the merchandise charged to the 
store at retail. The physical inventory, 
at retail, is taken monthly by inventory 
squads. The difference between the 
book and physical inventories then rep. 
resents a shortage or overage, as the 
case may be. With this frequent check, 
the source of shortages or overages may 
be investigated and immediate remedies 
sought. The plan not only provides a 
perpetual inventory at retail for each 
store, but also a perpetual inventory at 
cost for the warehouse. In checking 
this warehouse inventory with the phys: 
cal inventory it must be borne in mind 
that the discrepancy shown will depend 
partially on the difference in price at 
which identical goods are charged and 
credited to warehouse accounts. 

The stock-turn® for each store can be 
determined at any time, under the pro- 
posed plan, because both sales and in- 
ventory figures are kept at retail. 

The chief criticism of the proposed 
plan concerns its method of obtaining 
gross margin figures for each store. It 
attempts to obtain a very accurate gross 
margin figure which could be used as 2 
basis for the computation of net prot. 
In doing this an attempt is made to 
distinguish between earned and um 





5 The approximate stock-turn for any period may 
be computed by dividing net sales by the arene 
inventory of the period at retail. To obtain actu 
stock-turn cost of goods sold should be divided by 
the average inventory at cost. 
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eamed gross margin. This is to be 
accomplished by setting up two accounts, 
, Reserve for Inventory account, and a 
Gross Margin account. The former is 
supposed to represent at any time the 
gross margin on goods in stock, while 
the latter is expected to show the actual 
gross margin realized on goods sold. It 
is impossible under this plan, however, 
for the Reserve for Inventory account 
to show an accurate gross margin for 
goods remaining in stock. Because of 
the rapid rate of stock-turn achieved 
by grocery chain stores, the original 
stock of a store is soon disposed of, and 
other stock replaces it. Price fluctua- 
tions are frequent in groceries, so that 
the mark-up on goods which are sub- 
sequently shipped to the stores will not 
be the same as that on the original 
stock. The plan does not recognize this 
fact, since by using the original mark-up 
percentage in adjusting the Reserve for 
Inventory and Gross Margin accounts it 
assumes that the inventory contains al- 
ways essentially the same goods at the 
end of any period as those which were 
frst sent to the store. For example, 
if sales exceed the subsequent ship- 
ments at retail for any period and 
the mark-up on the original stock was 
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id in MH shipments was 33%4%, an additional 


gross margin is computed on the 
basis of the mark-up on the original 
shipment (25%). The reasoning is 
fallacious. It assumes that the goods 
sold were wholly of the subsequent ship- 
ments. Sales, however, include part of 
both the original stock and subsequent 
shipments. The following computation, 
using figures appearing in the statement 


of the problem, shows the chance of 
error: 
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ectual _ Sales Cost Retail 
fed by Original stock ...........- $1,500 $2,000 
Later shipment ............ 2,000 3,000 
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If the sales of $3,200 were half from 
the original shiprnent and half from the 
later shipments, the actual gross margin 
would be: 














Sales Cost Retail 
Original stock ............. $1,200 $1,600 
Later shipment ............ 1,067 1,600 

$2,267 $3,200 


Actual gross margin: $933. 





Under the proposed method the gross 
margin would be: 


500 
2,000 





1,000 + X 200 = $1,050 


It should be noted that when sales 
exceed the subsequent shipments during 
any period, the adjustment for the gross 
margin on the depletion of the original 
stock is made on the basis of the aver- 
age mark-up on the original stock. On 
the other hand, if sales are less than 
subsequent shipments for a period, the 
adjustment for gross margin on the ad- 
dition to the original stock is made on 
the basis of the average gross margin 
on all subsequent shipments during the 
period. An example of this is given 
in the statement of the problem.” 

Not only do mark-ups and mark- 
downs affect the average gross margin 
on subsequent shipments but the rate of 
stock-turn for goods of different mark- 
ups also has a decided influence. Low 
mark-up goods, such as sugar and other 
staples which have a rapid rate of stock- 
turn, tend to reduce the average gross 
mark-up for the period. This average 
gross mark-up, because of the predom- 
inance of low mark-up goods, is less 
than the average on goods which re- 
main in a store’s stock at any time, be- 
cause the relation of high and low mark- 
up goods remains practically constant in 





6 These figures have been selected to illustrate 
the point in question and do not represent actual 
gross profits of the Corsom Company. 


7 See Table II, p. 367. 
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any one store. The percentage figure 
used in computing the adjustment to the 
Reserve for Inventory and Gross Mar- 
gin accounts, therefore, understates the 
former and overstates the latter. 

A final criticism is that the proposed 
plan does not meet the requirements of 
simplicity and economy in operation. A 
considerable amount of clerical work 
would be involved in taking care of the 
additional accounts and in calculating 
and making the adjusting entries. Al- 
though it is necessary to carry only one 
Gross Margin account for the entire 
chain, it would be necessary to carry 
a Reserve for Inventory account for 
each store. It is obvious that the sales 
for any month will not exactly equal 
the shipments to any store during that 
period, so that an adjustment will need 
to be made for gross margin for every 
store in the chain every month. Not 
only would the cost of operating this 
system be contrary to one of the funda- 
mental principles of chain-store opera- 
tion, but its complications make it ex- 
ceedingly difficult to understand. The 
attempt to secure refinement of detail 
results in many inaccuracies and in ex- 
penses of operating the system far out 
of proportion to the value which this 
greater refinement hopes to produce. 

The proposed system, then, is open 
to two principal criticisms: (1) the 
impression of accuracy which it gives is 
dangerous because the system is unsound 
from an accounting standpoint; and (2) 
it violates the fundamental requirement 
of a satisfactory chain-store system of 
control in that it is expensive to operate 
and difficult to understand. 


The Retail Inventory Method 
During recent years the retail method 


of inventory has become popular in 
many large retail establishments. The 
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chief reasons are that it furnishes ay 
adequate system of merchandise contro) 
and also permits the inventory to be 
automatically depreciated so that an ac. 
curate determination of profit earned 
during a period may be made. Under 
this method, entries would be made tp 
the store account similar to those under 
the proposed plan. Likewise, inven. 
tories of each store would be taken x 
retail. The retail inventory method, 
therefore, would offer the same system 
of control for sales volume, stock-turn, 
stock shortages, and perpetual book jn. 
ventory at the stores. Furthermore, jt 
provides for the establishment of sepa. 
rate additional mark-up and mark-down 
accounts for each store. This offers an 
additional means of merchandise con. 
trol. The information on price changes, 
however, is not of great significance in 
the case of a grocery chain since the 
rapidity of stock-turn obviates the neces. 
sity for heavy mark-downs. 

The essential difference between the 
retail method and the proposed plan is 
the means of determining inventory 
valuation. It will be remembered that 
under the proposed plan the cost valua- 
tion of inventory would be obtained by 
deducting the Reserve for Inventory ac- 
count, after adjustment, from the retail 
value of the stock on hand. In con- 
trast, the retail method would obtain 
a cost valuation of each store’s inven- 
tory by applying to the inventory figure 
at retail, the complement of the per 
centage of total mark-ups, less mark-up 
cancelations.® 

It should be noted that the effect o! 
the latter method is to obtain a valua- 
tion of the inventory at cost or market, 
whichever is lower, the reason being 
that mark-downs are not considered in 
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®This is explained in detail in “The Retail 
Method of Inventory,” by M. P. McNair, Hanvato 
Business Review, October, 1923. 
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accumulating the mark-up percentage. 
A valuation at cost or market, however, 
s of less importance in grocery chain 
stores than in stores where the stock 
moves more slowly. In the former, 
stock-turn is so rapid that cost and mar- 
ket figures are essentially the same.° 
There are a number of reasons why 
this method would not be applicable to 
a grocery chain. In the first place, the 
mark-ups and mark-downs are so fre- 
quent, and of such small magnitude, that 
the problem of accurately recording all 
mark-ups, mark-downs, mark-up can- 
celations, and mark-down cancelations 
would be an almost impossible task. 
Yet, the heart of the system lies in the 
proper making and recording of price 
changes. Furthermore, it must be re- 
membered that the retail method is es- 
sentially an averaging method. In or- 
der to attain a satisfactory degree of 
accuracy, therefore, goods having ap- 
proximately the same rate of mark-up 
should be grouped and recorded to- 
gether. In a chain store where depart- 
mentization is impractical this method 
could not be used with success since the 
mark-up on the goods varies greatly, 
and the low mark-up goods, because of 
their rapidity of stock-turn, would in- 
validate any method of averages. The 
use of the retail method in such a case, 
therefore, would give an inaccurate 
statement of the gross margin and con- 
sequently of net profit. 
_ The use of this plan in chain stores 
is open not only to the objection of 
excessive costs and inaccuracies, but also 
to the objection that it admittedly is 
difficult to understand. 


Suggested Plan 
The discussion of the above two plans 


brings out the impracticability in a gro- 
‘ery chain of attempting to secure by 
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refinement of method an accurate means 
of valuing store inventories through an 
accounting system. 

The plan proposed by the Corsom 
Company contains many desirable fea- 
tures. By modifying this plan so that 
its outstanding weaknesses are elimi- 
nated, a satisfactory system may be 
evolved. This may be accomplished by 
consolidating the Gross Margin and Re- 
serve for Inventory accounts so that 
only one such account may be kept. Be- 
cause this is not a true gross margin 
account in that it anticipates profit, it 
may be designated as the Mark-up and 
Mark-down account for purposes of 
clarity. The balance of such an account 
at all times would show the mark-up 
on goods in stock plus gross margin on 
goods sold for the entire chain. This 
account would be adjusted to obtain 
actual gross margin only at the end of 
fiscal periods. The adjustment would 
be accomplished by charging it with the 
mark-up on goods still in stock as de- 
termined by the inventories at cost 
or market. The corresponding credit 
would be to a suspense account which 
might be called “Mark-up Suspense,” 
set up for this purpose. At the begin- 
ning of the next fiscal period a reversal 
of the entry would be made again to 
place the account on an operating basis. 
The approximate gross margin may be 
obtained with little difficulty at more 
frequent intervals if desired. This 
would be accomplished by subtracting 
from the balance of the mark-up and 
mark-down account the approximate 
cost of inventories determined by ap- 
plying to retail inventory figures the 
complement of the percentage of the 
balance of this account to net sales. 
Because this latter figure is determined 





®In some instances chains find it advantageous 
for tax purposes to use cost or market valuation, 
whichever is lower. 
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only for control purposes it would not 
be entered on the books. 

The maintained mark-up for each 
store could be determined from the 
store account as it is at present con- 
stituted. The difference between the 
cost and retail columns of this account 
less the mark-downs which are shown 
as credits would give this figure. The 
complement of the percentage of mark- 
up applied to the store inventory at re- 
tail could be used for the purpose of 
reducing it to cost. It may be noted 
that this method of valuing inventories 
is subject to some of the same criticisms 
that were brought out in the discussion 
of the retail method. Its purpose is not 
to determine a net profit figure,’° how- 
ever, but rather to serve as an index 
of store operation. It will make pos- 
sible an approximation of the gross 
margin for each store. 

The suggested plan contains the fea- 
ture of charging goods to the store at 
both cost and retail, and, therefore, will 
provide an adequate basis of control for 
the operation of the stores. The salient 
requirements for merchandise control 
are incorporated in the system. For all 
practical purposes the gross margin 
figure which it would obtain is as valu- 
able and as accurate as that which would 
be obtained under the foregoing sys- 
tems. Furthermore, the suggested plan 
meets satisfactorily the fundamental re- 
quirements of simplicity and economy in 
operation. 

It is believed that no grocery chain- 
store accounting system which is eco- 
nomical to operate can be used to obtain 
a cost valuation of inventories upon 
which financial figures may be based. 





1° Net profit for the periodic balance-sheet would 
be obtained by deducting expenses from actual 
gross margin. Gross margin is the difference be- 
tween net sales and cost of goods sold, the latter 
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Under the suggested plan, however, 
such information may be obtained by 
costing the physical inventories at the 
end of every fiscal period. This seems 
to be the most practical method ti adopt 
as long as accurate financial figures are 
not required oftener than once in each 
fiscal period. Because the physical jn. a) 
ventory at retail of each store is ob. ment 
tained monthly the question may arise this b 
as to why this is not costed to obtain to be 
an accurate gross margin and net profit ing of 
figure by months. To one who is famil- is inte 
iar with the expense involved in costing mana 
such an inventory the objection soon be. book 
comes apparent. The expense involved handt 
would be entirely disproportionate to refer 
the desirability of the greater accuracy appre 
obtained. the fi 
Any system which is adopted should co 
be applicable to the large as well as to count 
the small stores. It is convenient for of th 
purposes of centralized control to have unles 
uniformity of system. Furthermore, if techn 
uniformity can be secured, the account: not | 
ing procedure will be simplified, and a plans 
saving in operation effected thereby. techn 
This suggested plan, like the plan pro- ginee 
posed by the Corsom Company, can be amot 
applied to all the stores. In a manner hind 
similar to the proposed Corsom plan ager 
also it provides for a coordination of that 
the accounting for the warehouse and but 
for the stores. os 
In view of the fact that the sug- the 
gested plan meets all the financial and is de 
merchandising requirements of a satis such 
factory system, it would seem that it is re 
adapted not only to the particular needs tive 
of the Corsom Company, but also that “andl 
its basic principles may be applied suc- TT 
cessfully by any grocery chain. | 
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Alford, L. P., Editor. MANAGEMENT'S 
~ Hanpsook. New York: The Ronald 
Press Company, 1924. 1,519 pp. $7.50. 


“Wat Has Been Done in Manage- 
ment” might well be used as the title for 
this book, which is the first handbook 
to be written primarily for the manag- 
ing officials of a business enterprise. It 
‘s intended to be to those concerned with 
management what an engineer’s hand- 
book is to engineers or an accountant’s 
handbook is to accountants: a book of 
reference containing information about 
approved and accepted methods in all 
the fields of management. The business 
man does not want to *“ecome an ac- 
countant or an engineer, and the study 
of this book will not make him one, but 
unless he has some knowledge of the 
technical aspects of his business he can- 
not pass intelligent judgment on the 
plans which are laid before him by his 
technical experts. No one but an en- 
gineer can understand the _ infinite 
amount of detailed figuring that lies be- 
hind the simplest estimate. The man- 
ager does not care about the figuring 
that was done to arrive at the estimate, 
but he does want to understand the 
terms that are used and the meaning of 
the result. Management’s Handbook 
is designed to give in a single volume 
such information about each field of 
management as will enable the execu- 
tive to understand the principles which 
are used in working out specific prob- 
lems. . " ‘ 

The book consists of 31 sections, each 
ot which is written by a recognized 
authority on his subject. Because of the 
wide range of subjects covered, the sec- 
tions are brief, but the content is un- 
usually clear and understandable. Illus- 
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trations of principles are drawn from 
actual experience, and written explana- 
tions are fortified by numerous charts, 
diagrams, and pictures. 

A consideration of the book in detail 
discloses certain sections which are of 
outstanding merit. Foremost among 
these is that on “Production Control,” 
written by George D. Babcock. Mr. 
Babcock has done remarkable work in 
production control at the plant of the 
Franklin Automobile Company, and 
more recently with the Holt Tractor 
Company. In the latter plant he has 
made a record of nearly 800 days with- 
out missing a delivery date. His chapter 
describes an ideal system of production 
control, one that is very elaborate but 
which may be modified if a simpler sys- 
tem with less routine work is desired. 

The section on “The Industrial 
Plant,” by George E. Hagemann, asso- 
ciate editor of Management and Admin- 
istration, gives a large amount of en- 
gineering information in a compact 
form. Factors governing the location 
of a plant, types of buildings, details of 
building construction, methods of heat- 
ing, ventilation, illumination, and sanita- 
tion are discussed very thoroughly in 
this part of the book. It is followed 
by a chapter on “Plant Layout,” which 
treats the subject in a rather general 
way. 

Of primary importance to executives 
is the section on “Budgetary Control,”’ 
by James O. McKinsey and James L. 
Palmer, both of the University of Chi- 
cago. It is shown how a coordination 
of all the activities of a business can be 
secured through the operation of a well- 
planned budget system. Budgets of 
sales, production, materials, labor, ex- 
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pense, and finances are described, and 
special emphasis is placed on the com- 
parison of estimates with actual per- 
formance, without which any budget sys- 
tem is of no value as an instrument of 
control. Closely related to control 
methods is the section on “Charts,” 
which gives many useful applications of 
graphic methods in the portrayal of 
business figures. The chapter on “Clas- 
sification and Symbols” describes some 
interesting uses for mnemonic codes, but 
it fails to bring out clearly their relation 
to cost accounting. 

Two other sections of the book are 
worthy of special notice. These are 
“Operation Study and Rate-Setting,”’ 
and “Wage Payment and Timekeep- 
ing,” both by Joseph W. Roe and 
Charles W. Lytle. Time studies by the 
ston-watch and micromotion method, 
the e«tting of standards, and various in- 
ceni.e plans of wage payment are de- 
scribed and compared. 

Management's Handbook will be of 
value to the executive who desires to 
have at hand for convenient reference 
a smattering of information about all 
the fields of management. It represents 
the first attempt that has been made to 
provide such a reference book, and it ac- 
complishes the purpose well. 


Ferris, Elmer E., and Collins, George R. 
SALESMANSHIP. New York: The Ronald 
Press Company, 1924. 414 pp. $2.50. 
Mr. Ferris and Mr. Collins begin 

their exposition of personal salesman- 

ship with the idea that any salesman, 
whatever his line, is really selling ser- 
vice. They definea sale as “‘an exchange 
of services, whereby one person induces 
another to purchase something at an 
agreed price,” and they proceed upon 
the theory that the salesman’s proper 
attitude of mind is that he is doing 
something for his customer. From this 
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it follows that the article must be sol 
other 


upon its merits, and that “force” meth. 
ods, which cause a man to buy what close: 
he does not want, are bad and unethica| tainir 
salesmanship. Pa 
After an introductory chapter outlin. the ¢ 
ing the scope of the book, come fou; ampl 
chapters devoted to the general back. tione 
ground which a salesman should haye ciples 
before setting out actually to practice obtai 
his business. First of all, he should — 
know his company in order to have faith ” 
in it himself, to inspire his customers word 
with confidence in it, and to act as its ae 
honest and intelligent representative. 3 
Next in order, though first in impor. cipal 
tance, is knowledge of his product. In — 
this lies his stock in trade—his selling — 
talks, his answers to questions and ob- 
jections, his justification of price. After 
his product, the salesman must know 
his territory, his prospects, and the 
channels of distribution (from pro- 
ducer to consumer) used by his com- 
pany. 

Part II of the book deals with specific 
preparation for the sale: how to pre- 
pare the selling talk, to analyze, to plan 
and arrange what to say; how to con- 
dense it and present it in a pointed, tell- 
ing way. The salesman’s task is to 
arouse interest by making the prospect 
see his own problem, and to show how 
his (the salesman’s) offering supplies 
the need or solves the problem. To 
meet the prospect on even terms, the 
salesman requires a knowledge of bus 
ness in general and of the prospects 
business in particular, and tact enough 
not to show how much he does know. 
Having aroused and developed a buying 
interest, the next step is to work upon 
it until the stage of desire is reached. 
The theory is to progress from the 
rational basis of the interest stage, © 
an emotional basis, making the prospect 
want the offering in an unreasoning Way 
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and making his desire for it shut out 
other desires. This part of the book 
loses with a chapter on methods of ob- 
taining action and closing the sale. 

Part III, called ““The Sale,” continues 
the general line of attack of Part II, 
amplifying certain points already men- 
‘oned and bringing up new ones. Prin- 
ciples and methods are laid down for 
obtaining interviews, and buying mo- 
tives come in again along with a discus- 
sion of demonstration and choice of 
words. After a chapter on meeting ob- 
iections and sales resistance, comes one 
on “Sales Tactics” which consists prin- 
cipally of illustrations of methods of 
controlling the interview, avoiding cus- 
tomers’ refusal, and getting away after 
the sale. 

The treatment of “The Personal 
Equation,” in Part IV, consists of good 
advice as to the importance of health 
and personal hygiene, and of hints on 
meeting people and developing one’s 
temperament to the best advantage. 

Part V, “The Salesman’s Special 
Problems,’ contains a valuable chap- 
ter on “The Salesman and the Price 
Problem.” In “The Salesman and 
Advertising,” the authors deal with 
the function of advertising and_ its 


| usefulness to the salesman, cautioning 


him against overdoing it as a talking 
point. From an academic point of view, 
the treatment of advertising is hasty and 
not sufficiently analytical, but the prin- 
ciples set forth (and implied) are 
sound. The salesman’s planning of his 
work, the organization of his time, the 
matters of credits and collections, and 
the handling of samples are treated in 
a separate chapter. 

In Part VI the authors take up cer- 
tain considerations applying specifically 
‘o various kinds of selling. According 
to their classification, the selling of 
staples is distinguished from the selling 
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of specialty articles; then come whole- 
sale and retail selling to various classes 
of buyers. Wholesale selling to the 
dealer—both jobber and retailer, retail 
store selling, and house-to-house selling, 
each presents problems which require a 
specialized application of the principles 
developed throughout the book. Buy- 
ing motives and the importance of the 
various steps in the selling process are 
discussed as they apply in each case. 
The book ends with a chapter on selling 
positions and how to secure them, and 
with appendices illustrating typical sales. 

As the problems of salesmanship 
hinge almost entirely upon human reac- 
tions and relationships, which are infi- 
nite in their variety, the principles of 
the subject must be stated in highly ab- 
stract form if they are to cover enough 
cases to be worth anything. To the 
dificult problem of presenting -,these 
principles, the authors have brouy#t a 
method whereby they first at 
principle, then outline the way of a 
ing it, and finally illustrate both by a 
detailed report of specific cases. While 
it may be objected that in the illus- 
trations used both the salesman and the 
customer always say exactly the right 
thing, it must be admitted that the real 
purpose—that of giving concreteness— 
is admirably carried out. 

The book may be justly criticized 
upon a few points. The authors have 
doubtless made things appear too easy, 
and it is probable that the beginner will 
find his road somewhat rougher than 
they have pictured it. The dangers of 
overenthusiasm might be emphasized 
more strongly, and the virtues of com- 
mon sense extolled. The discussion of 
buying motives is not satisfactory. One 
of the outstanding features of the most 
recent applications of scientific method 
to the problems of distribution lies in a 
close and detailed analysis of various 
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kinds of goods and various kinds of 
buyers, with a view to determining just 
which buying motive will fit a given 
case. The authors give far too little at- 
tention to the great variety of recogniz- 
able buying motives, to the subtle dis- 
tinctions between them, to their relative 
effectiveness, and to their strong ten- 


dency to be mutually exclusive. The 
classification which is made is superficial 
and gives only a hint of the extent to 
which a salesman can make effective yse 
of such knowledge. With this exception 
the book’s faults are minor jn the face 
of the fact that it is instructive, interes. 
ing, and concrete. 


BOOK NOTICES 


Affelder, William M. Contractor’s Ac- 
COUNTING Practice. New York: The 
Ronald Press Company, 1924. 386 pp. 
$5. 


The author of this volume assembles, in 
a carefully catalogued presentation, such ac- 
counting information as his experience indi- 
cates to be of value to contractors. From 
an introductory consideration of the contrac- 
tor’s relation to customers, to sub-contractors, 
and to material dealers, and a brief treatment 
of insurance, bonding, and legal forms, he 
proceeds to a detailed discussion of actual 
accounting forms and records for daily use 
and for control. Current practice in the pres- 
entation of statements is illustrated. The 
application of cost accounting to the contrac- 
tor’s accounts is briefly considered, as well as 
the use of accounting records by the architect 
and owner. 


Bell, William H. Avupitinc: Cases and 
Questions by John A. Powelson. New 
York: Prentice-Hall Incorporated, 1924. 
518 pp. $4. 


In Auditing Mr. Bell has presented in a 
concise yet comprehensive manner “a work- 
able audit program which can be carried out 
with due regard for the practical considera- 
tion of time and expense.” After chapters 
devoted to preliminary arrangements and gen- 
eral procedure, he discusses the steps necessary 
in the analysis and verification of original rec- 
ords, asset accounts, liability accounts, and 
operating accounts, concluding with a descrip- 
tion of the preparation of the report. 

The second section of the book contains 
cases and questions (prepared by John A. 
Powelson) which bear upon auditing practice 
and which are correlated with Mr. Bell’s dis- 
cussion of procedure. 


Clark, Fred E. Reapines in Marketino, 
New York: The Macmillan Company, 
1924. 705 pp. $3.25. 

As the author states, this book is intended 
as an aid in the study and teaching of mar- 
keting. ‘The subject-matter has been gathered 
from a variety of sources, many of which are 
books and magazine articles which do not deal 
primarily with the problems of distribution, 
but which contain descriptive and supplemen- 
tary material bearing upon the subject, The 
readings have been worked over and arranged 
with the idea of providing a background for 
classroom discussion. This book follows the 
same outline as Mr. Clark’s earlier Principles 
of Marketing. 


Edwards, George W. INTERNATIONAL 
TrapveE Finance. New York: Henry Holt 
and Company, 1924. 495 pp. $4.50. 
International business conditions have 

changed rapidly since 1914, and owing to the 
depreciation of exchanges and to fluctuating 
prices, the organization of the international 
banking business has been greatly modified. 
As many of these changes will probably be 
permanent, older books upon the subject will 
be found rather out of date. International 
Trade Finance covers the fundamental prin- 
ciples (economic, financial, and _ business) 
which govern foreign trade, and gives concise 
and understandable descriptions of the various 
instruments, old and new, which are employed 
in international business transactions. 

In Part I—‘Foreign Exchange and Inter- 
national Banking”—Mr, Edwards presents 4 
brief review of the economic history of the 
United States and Europe, and of the develop: 
ment of international trade. He explains the 
significance of the balance of trade between 
countries, outlines the development of credit 
as a medium of exchange, and discusses the 
principles, methods, and instruments of & 
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change dealings. This section of the book 
closes with a description of the types of in- 
ternational banking institutions in Europe and 
this country, and yen upon their growth 
and since the war. 

Oe teed II—‘“‘Trade Finance”—the meth- 
ods of financing international trade are gone 
‘ato in more detail. The general principles 
of credit extension, the bases of credit analy- 
sis, credit losses and insurance, and the nature 
and importance of collateral documents are 
taken up. Turning now from the view-point 
of the business man to that of the banker, the 
author gives a detailed account of the credit 
items used in importing and in exporting, and 
discusses the determination of a credit policy 
and the use of the bank acceptance. 


Ely, Owen. RatLway RaTEs AND Cost OF 
Service. Boston: Houghton Mifflin Com- 
pany, 1924. 148 pp. $2. 

In a well-reasoned and careful analysis the 
author discusses the chief considerations of 
principle and of fact in the problem of rail- 
way rates. He first presents the opposed rate- 
making theories of. value of service and cost 
of service. In a brief résumé of the recent 
history of the problem, he remarks the trend 
in Interstate Commerce Commission policy 
toward the cost-of-service basis; and also dis- 
cusses rate-regulation both before 1910, when 
hostility to the railroads was marked, and 
since, with the gradual rise of the fair-return- 
on-investment idea. 

Mr. Ely separates the question of individual 
rate discrimination from that of group rates 
and analyzes it according to the various cur- 
rent value-of-service theories. In the light 
of statistical study he considers the economic 
theories of varying returns in relation to rail- 
way rates, and reviews the development of a 
specific cost formula. In support of the con- 
tention that the need for rate reform does not 
prove the case for a new rate system based on 
cost of service, he cites the present inadequate 
basis for the establishment of such a system, 
the disruption of established industrial rela- 
tionships, and the necessary departure from 
theory for the best social and economic inter- 
ests of the country. He concludes with a 
summary statement of the economic and social 
problems in the solution of which rate revi- 
sion is desirable. 

This essay was awarded one of the Hart, 
Schaffner and Marx prizes for studies in com- 
merce and economics. 
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Fitch, John A. THe Causes or INDUSTRIAL 
Unrest. New York: Harper & Brothers, 
1924. 424 pp. $3. 

Mr. Fitch, a lifelong student and teacher 


of the social aspects of the “labor problem,” 
here presents “the background, the point of 
view, and the circumstances out of which 
the labor struggle emerges.”” His treatment 
is analytical, and his interest lies in the causes 
of past tendencies rather than in future de- 
velopments. 

The book is divided into four sections. In 
Part I—“Unrest Arising from Economic Con- 
ditions’—long hours of labor, inadequacy of 
the average worker’s income to provide a de- 
cent living wage, and the general problem of 
unemployment are discussed. Part II is en- 
titled “Unrest Arising from the Struggle” 
(between capital and labor). As Mr. Fitch 
admits in the foreword, he does not consider 
agreement but merely struggle between the 
two groups and hence does not present a com- 
plete picture of existing social relationships. A 
similar approach is found in Part III, “Un- 
rest and the Government,” where judicial de- 
cisions unfavorable to labor for the most part 
are stressed. ‘This attitude, despite the au- 
thor’s explanation, limits the value of the dis- 
cussion in these two sections. 

The final division deals with the underly- 
ing causes which make the struggle “inevita- 
ble” and ends with the usual plea for intel- 
ligent cooperation as a solution. Notwith- 
standing the obvious sympathy of the author 
for the laboring classes—in fact, just because 
of this point of view—this book should be 
of interest to those business executives who 
desire a calm, rational explanation of the 
workman’s reasoning and attitude as evidenced 
by his actions in the past. 


Grifin, C. E. Principtes or Foreicn 
Trave. New York: The Macmillan Com- 
pany, 1924. 348 pp. $3. 

Mr. Griffin feels that the theory and prac- 
tice of foreign trade have been too far apart. 
His book deals with the foreign-trade theories 
of economists, and the foreign-trade practices 
of business men, and is designed to show a 
proper relationship between the two. After 
setting forth the principles of trade and the 
theory of comparative cost, he proceeds to the 
discussion of international trade, foreign ex- 
change, trade balances, ocean transportation, 
relations with carriers, foreign-trade financing, 
foreign investments, risks and insurance, and 
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government interference. All of these sub- 
jects are treated in connection with the tech- 
nique of foreign trade and with the foreign- 
trade position and problems of the United 
States. 


Jerome, Harry, StatisticaL MetHop. New 
York: Harper & Brothers, 1924. 395 pp. 
$4. 


The most striking of recent developments 
in the field of statistics lies in the wide use 
of statistical method as an instrument of busi- 
ness control. While Mr. Jerome’s text-book 
is written from the point of view which asso- 
ciates statistical analysis primarily with the 
study of economics and sociology, he devotes 
considerable attention to the methods and de- 
vices now used in_ business forecasting. 
Among the matters dealt with are long-time 
trend, seasonal variation, the construction of 
index numbers, correlation, and the use of 
averages, ratios, and measures of dispersion. 
No new methods are introduced and no un- 
usual application of old ones is made, but a 
clear presentation is given of numerous de- 
vices for eliminating from figures the confus- 
ing elements which stand in the way of a cor- 
rect analysis. 


Kennedy, Thomas Hart. An INTRODUCTION 
TO THE Economics oF Air TRANSPORTA- 
TION. New York: The Macmillan Com- 
pany, 1924. 154 pp. $2. 

Mr. Kennedy’s book tells an interesting 
story. ‘Air transportation is,” he says, “ad- 
mittedly the most rapid form of transporta- 
tion, Is the addition of this desirable quality, 
speed, justified from the standpoint of trans- 
portation economics? Is the air transporta- 
tion business a profitable business? If not, 
what can be done to make the operation of 
aircraft profitable?” In answering these ques- 
tions the author finds that America lags be- 
hind Europe in commercial aviation, and that 
scheduled and routed flying has not yet been 
profitable in this country. A discussion of the 
United States Air Mail Service completes this 
short and instructive commentary on the com- 
mercial side of aviation. 


Kent, Frederick C. ELEMENTS oF STATIS- 
tics. New York: McGraw-Hill Book 
Company, 1924. 178 pp. $2. 


Mr. Kent’s text-book presupposes no knowl- 
edge of advanced mathematics on the part of 
the reader. After indicating the general na- 
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in this country and in Europe leads up to 


ture of the various sources from whi % 
tical data may be drawn, the her 
methods of collecting and tabulating me 
methods and limitations of graphic presents 
tion, and the computation, uses, and Statistical 
properties of averages. Next come chapters 
on index numbers, measures of dispersion, nor. 
mal frequency, and correlation. The subject. 
matter is selected with a view of showing the 
wide range of uses for statistical method, and 
certain price series form part of the illustra. 
tive material. The emphasis, as far as appli- 
cation is concerned, is upon social and ep- 
nomic matters of general significance, and not 
upon business. The matter of business fore. 
casting is not considered. The book is a clear 
and concise explanation of the nature and uses 
of some of the statistician’s tools. 


Manning, Anthony B. ELEMENTs or Cost 
AccountTinc. New York: McGraw-Hill 
Book Company, Incorporated, 1924. 166 
pp. $2. 


Mr. Manning’s object in this book is to 
present the fundamentals of cost accounting 
for the student and for the business executive, 
The procedure and underlying principles of 
job-order costs and of process costs are set 
forth in the text, and in a variety of forms 
and graphs which aid in the presentation. 

The matters treated include purchasing, ac- 
counting for materials, accounting for labor, 
accounting for burden, cost of production, and 
cost of sales and gross profit. Throughout 
the book the author shows the relation of 
the cost records to the financial books, and 
emphasizes the importance of a proper tie-up 
of these two sets of accounts. 


Miller, Sidney L. Rareway TRAnsporta- 
TION: PRINCIPLES AND Pont oF VIEW. 
Chicago: A. W. Shaw Company, 1924. 
905 pp. $4. 


Railway transportation has played an all- 
important part in the development of the 
United States. Railroad problems have be 
come more and more complex as they have 
changed from physical extension and expat: 
sion to the reorganization of financial and 
physical structure, to the grouping of units 
into systems, and to closer internal control 
in the face of a high degree of external ree: 
ulation. Railway Transportation: Principle 
and Point of View covers, in a necessarily 
abridged treatment, the chief points in the 
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hole history and present status of the Amer- 
can railway problem—an ambitious effort 
even for one large volume. 

A preliminary discussion of the scope and 
significance of transportation Is followed by 
, study of the development of the present 
railway net from the early stages of inven- 
tion to the present conditions of territorial 
and ownership groupings. Consideration of 
railway service includes the administrative or- 
sanization and operation of the railway, and 
problems of freight, passenger, and minor 
service and of revenue. The treatment of 
the economics of railway enterprise is par- 
ricularly interesting, tracing the evolution of 
railway theory from the competitive concep- 
tion through combination as a relief from the 
evils of competition. Mr. Miller analyzes 
the financial problems of capitalization, se- 
curity regulation, and operating finance, and 
the current theories and practice of rate- 
making, emphasizing the considerations of 
public interest. 

The final section of the book deals his- 
torically with the basis of regulation of the 
railways, with early control under judicial 
and state authority, and with the period of 
effective federal control. The last chapters 
deal with the Transportation Act of 1920, 
its history and operation in rate and consolida- 
tion matters, and evaluate it as an effective 
forward step in the legislative regulation of 
railway transportation. 


Morley, Felix. UNEMPLOYMENT RELIEF IN 
Great Brirain. Boston: Houghton 
Mifflin Company, 1924. 203 pp. $2. 

This book relates, in a critical manner, 
what has been done for the relief of unem- 
ployment in Great Britain during the post- 
war period. The success of the British Gov- 
ernment in the operation of the employment 
exchange, and its lack of success with the 
more fundamental matter of unemployment 
insurance, are matters of interest to Amer- 
cans. In this country there has been eco- 
nomic thought upon the question of prevent- 
ing unemployment, but as the problem of its 
relief is almost certain to arise at some time, 
we shall do well to learn from the English. 
Mr. Morley believes the solution of the prob- 
lem will come through insurance conducted 


apnea by industries for their own mem- 
deTS, 


Persons, Warren M.; Foster, William Tru- 
tant; and Hettinger, Albert J., Jr., Editors. 


THE Pros_em or Business ForecasTINe. 
Boston: Houghton Mifflin Company, 1924. 
317 pp. $4. 

When people talk of business forecasting, 
they do not refer to a new science, but merely 
give a name to something which is as old as 
commerce. As Mr. Foster points out in his 
preface, business men are, and always have 
been, forecasters. To remain in business, a 
man must take one risk or another, and in 
choosing his risk he inevitably makes a statis- 
tical forecast—decides a course of future ac- 
tion on the basis of his knowledge of past 
events. 

In The Problzm of Business Forecasting 
the Pollak Foundation for Economic Research 
has made available in book form a collection 
of papers which were originally read at the 
December, 1923, meeting of the American 
Statistical Association. Each of the 21 chap- 
ters is by a well-known specialist in the 
particular field under consideration. These 
essays deal with forecasting and interpreting 
the fluctuations of car-loadings, automobile 
production, building construction, oil produc- 
tion, coal production, crops, corn and hog 
prices, and other important series. The final 
chapter illustrates a method of forecasting 
general business conditions, The book is not 
regarded by its editors or authors as in any 
way final, but simply as a contribution in a 
rapidly growing and changing field of prac- 
tical research. The chief aim is to indicate 
the most recent methods for handling avail- 
able statistical data and for drawing conclu- 
sions by sound reasoning based on accurate 
interpretation of facts. 


Ryan, Franklin W. Usury anno Usury 
Laws. Boston: Houghton Mifflin Com- 
pany, 1924. 249 pp. $2.50. 


Forty-two states have usury laws, yet it is 
an every-day occurrence for these laws to be 
evaded and for rates higher than those named 
in the statutes to be charged. 

Mr. Ryan’s volume, the Hart Schaffner 
and Marx Prize Study for 1923, considers 
usury from the social, economic, legal, and 
business points of view. After defining his 
subject and his terms, he sketches in the his- 
torical background and follows the fortunes 
of his subject through the hands of philos- 
ophers, churchmen, economists, law-makers, 
and lawyers. A critical examination of eco- 
nomic theories of interest and of usury laws 
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in this country and in Europe leads up to 
the final section of the book, in which the 
author sets forth and defends his findings. 
The basis of his argument and his criticism 
lies in the distinction which he makes be- 
tween “moral usury,” which involves taking 
advantage of a needy and ignorant borrower, 
and “legal usury,” which is simply charging 
more interest than the law allows. “Legal 
usury,” Mr. Ryan finds, is justified. In com- 
mercial loans, borrowers use the money to 
make a profit, lenders compete, and the rate 
of interest is fixed by market influences— 
by the risk involved and by the supply of 
available funds. Im such cases usury laws 
are not only ineffective but actually mischiev- 
ous in their hampering effect upon business. 
“Moral usury,” on the other hand, is a social 
evil. But in making laws to check it two 
points should be borne in mind. First, the 
existence of a legal maximum rate makes it 
difficult to get at “moral usury,” because in 
any usury suit the legal rate tends to become 
the central question and to obscure the real 
issue as to whether or not “moral usury” is 
present. Second, “moral usury” usually oc- 
curs in connection with small loans for con- 
sumptive purposes. With these matters in 


mind, Mr. Ryan argues for the repeal of pres- 
ent usury laws and for the substitution of 


the Uniform Small-Loan Law. 


Sells, Elijah Watt. Tur Natura Bust- 
NESS YEAR, AND ‘THIRTEEN OTHER 
TuHemes. Chicago: A. W. Shaw Com- 
pany, 1924. 276 pp. $4. 

This volume consists of a collection of ar- 
ticles and addresses by the late Mr. Sells, one 
of the original partners of the well-known ac- 
counting firm of Haskins and Sells. While 
the major part of the material is concerned 
with various accounting problems, the treat- 
ment is non-technical and is considered from 
the standpoint of the business executive. 

The leading article deals with the “Natural 
Business Year.” The discussion is centered 
about the thought that while traditionally 
most businesses take inventories at the end of 
the calendar year, the most practical and eco- 
nomical time for a business to take inventory 
and to close its fiscal year is at the period of 
its lowest activity. Since the season of lowest 
activity varies in different industries, the nat- 
ural time for closing the books also will vary. 
The article considers the natural closing pe- 
riod for 21 representative industries, such as au- 


HARVARD BUSINESS REVIEW 


tomobiles, boots and shoes, building construe. 
tion, department stores, men’s clothing, and 
public utilities. ; 
Other articles dealing particularly with 
counting include: Certified Public ) 
ing as a Profession; The A ing Prof 
sion—Its Demands and Its Future; Cost Ac. 
counting; and What Shall Be Done to Py 
Education for Accountancy on a Pre z 
Basis? a 
Articles dealing with subjects of wider a» 
plication include: Basing Business J t 
on the Past; Certified Quarterly Statements _ 
Advocated for Corporations; Publicity of 
Financial Affairs of Corporations; and Cor 
porate Management Compared with Govern 
ment Control. q 
These articles are the result of careful, ma 
ture thought based upon the very broad ex- 
perience of a man whose high standing in the — 
business community gave weight to his opin- — 
ions. The volume is -well prepared and 
should merit a place on the book shelf of every — 
progressive business executive. ; 


Sweeney, Henry W. BooKKEEPING AND In 
TRODUCTORY ACCOUNTING. New York: © 
rer she Book Company, 1924. 545 
pp. $4. s 


Mr. Sweeney’s object in this book is to 
set forth the ground-work of bookkeeping — 
and accounting. He purposes a companion — 
volume to deal with control accounts, the 
voucher register, corporation and partnership 
accounting, and other matters of interest to 
more advanced students. a 

The material in the present volume is at- — 
ranged in accordance with the so-called — 
“‘balance-sheet approach,” the approved modern — 
method of teaching accounting. The 
sheet and income statement are taken as the — 
starting point; from these the principle of — 
debit and credit is developed, and accounting — 
procedure is traced back to the books of orige 
inal entry. The author deals with the com — 
struction and use of various types of accounts, — 
with adjustments, closings, sales, gross profit, 3 
the work-sheet, cash discounts, and a m * 
of other matters with which one should be ~ 
familiar in order to operate a comparé : 
simple set of books. He has written with the — 
express purpose of so presenting his ma ! 
that the student can master it without the 
aid or comment of an instructor. q 








